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[ MARTIN S BANK LIMITED 


DISTRICT OFFICES IN LONDON, 
LIVERPOOL, BIRMINGHAM, MANCHESTER 
and NEWCASTLE UPON TYNE 


Nearly 600 Branches throughout the Country 
Agents all over the World 





London District Office: 68 Lombard Street, London, E.C.3 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 


TOTAL ASSETS (as at 31st December, 1954): Ls6n 33 3940 
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Sound Investment 


This has eth a familiar face to ralllions 4 Fi 
of savers, large and small. ‘Hastings and 7 
Thanet” provides an eminently safe and ~ 
‘profitable investment, easily withdrawable 


: 2 7 INCOME TAX = 
INTEREST 4% PAID BY THE SOCIETY 


ON sUMS UP TO £5,000 


























Established over 100 years © 


passe ec Hastings and Thanet 


Reserves £950,000 3 BUILDING SOCIETY 






—— 


| Head Offices: a 
Please ask for Balance 29-31 Havelock Road 46Q Street fe 
Sheet and Booklet Hastings Ramsgate cs 
“Profitable Investment” — 99 Baker Street, London, W.1 4 St. George’s Pl., Canterbury 
without obligation, of 3-4 Cecil Street, Margate 41 Catherine Street, Salisbury —_ 
course. 41 Fishergate, Preston 88 Mosley St., Manchester, 2 — 

111 New Street, Birmingham, 2 a F 
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+ HEAD OFFICE & WORKS: LONDON OFFICE: 
Ae NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 








Mg 4 TELEPHONE: WIMbledon 0033-4-5-6 TsLsPHONE: MONARCH 7531-2 
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The Monroe range of 


Adding-Calculators 
consists of nine models — 


progressively increasing 


in capacity from a neat 
hand-operated portable 
at £95 toa 
high-pow ered fully 
automatic at £398. 
One of these Monroes, 


with one of these price 


tickets, is precisely the 


machine you need—today. 


And to-morrow ? 


Mechanise with Monroe —and Monroe will 


take care of all your future needs. 


No other maker can offer such a comprehensive 


range of these essential machines, 


or such certainty that it will never be necessary to 


look elsewhere for additional equipment. 














MONROMANTIC 
EQUATION 
No. | 


Miss Monroe’s so charming, 

Demure and disarming, 

You'd never believe she could figure so fast! 
The true explanation's 

A simple equation... 


A Miss plus a Monroe’s perfection at last! 








Yours precisely... 


_..one of the 


range 


ei 


above is_ the 


Illustrated 


CST-10, an electrically oper- 
ated high-capacity adding- 
calculator fully equal to all 
the normal demands of most 
medium-size businesses. Of 
the nine Monroe models, 
this 


cisely ”. 


may be “ yours pre- 
Your best policy, 
however, will be to send for 
full particulars of the com- 
plete Monroe range — and 
make your choice according 


to your known requirements 


Head Office: 

MONROE CALCULATING 

MACHINE COMPANY LTD., 

10-11 ALBEMARLE STREET, 
LONDON, W.1. 
GROsvenor 7641. 











~ COMMERCIAL BANK 


OF SCOTLAND LIMITED 


Established 1810 


HEAD OFFICE - - - EDINBURGH 
General Manager: [AN WILSON MACDONALD 


LONDON OFFICES : 
CHIEF OFFICE Sa 62, LOMBARD STREET, E.C.3 
KINGSWAY BRANCH ... .. IMPERIAL HOUSE, 15, KINGSWAY, W.C.2 
WEST END BRANCH .... .. VIGO HOUSE, 115, REGENT STREET, W.1 











THE BANK HAS NUMEROUS BRANCHES AND 
SUB - OFFICES THROUGHOUT SCOTLAND 





All Classes of Banking Business Transacted 


























BANKE MILLIE AFGHAN 


(formerly Afghan National Bank, Kabul, Afghanistan) 





Head Office: KABUL 
CAPITAL - - - 500 MILLION AFGHANIS 


Inland Branches: All Parts of Afghanistan 
President: Abdul Medjid Khan 


Foreign Branches & Associates : 
Miinchen, London, New York, Karachi, Peshawar, Chaman, Bombay 


Bankers : 


Westminster Bank Ltd., London Banco di Roma, Rome 
National City Bank of N.Y., New York Bank Deutscher Lander, Frankfurt (Main) 


—_ 








PROGRESS 
1994 


TOTAL ASSETS 
at 3lst December 


£213,461,000 


(£181,183,000—1953) 


NEW SAVINGS 


£31,166,000 


(£42,848,000—1953) 


ADVANCES ON MORTGAGE 


| 5 £43,177,000 


| | | (£38,362,000—1953) 


TRUSTEE INVESTMENTS & CASH 


at 3lst December 


£31,402,000 


(£23,478,000—1953) 


ABBEY NATIONAL 


BUILDING SOCIETY 


ABBEY HOUSE, BAKER STREET, 
LONDON, N.W.1 









CAPITAL PAID UP 
RESERVES -_ - 


SERED EEUEEEEISEESSESEEEEEEDEREEEEEE 
ALEXANDERS DISCOUNT COMPANY 


LIMITED 
24 LOMBARD STREET, LONDON, E.C.3. 


-  £2,600,000 
- £2,267,000 
£4,867,000 















ROBERT ALEXANDER 
MARK DINELEY 


ALAN RUSSELL 


DIRECTORS : 
SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D. (CHAtRMAN) 


Tue Rt. Hon. LORD BALFOUR OF BURLEIGH, D.L. 


SEYMOUR JOHN LOUIS EGERTON 
JOHN PATRICK RIVERSDALE GLYN 










MANAGER: 
ANTONY MACNAGHTEN 
Deputy MANAGER: CHARLES C. DAWKINS 
ASSISTANT ManaGers: A. J. MCLENNAN, M, L. CREGEEN, I. W. K. SMITH 
SECRETARY: F. W. HATCHER 












BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 


MONEY RECEIVED ON DEPOSIT. 

















nN 
Choice... 


WOFOLD magic powers were held to rest in 

this cylinder seal of a merchant in ancient 
Babylon—rock crystal to extend its owner’s 
business and an eye to assure Divine protection. 
The Business Man today no longer invokes the 
supernatural. Life Assurance offers protection 
for himself and his employees against life’s un- 
certainties. We offer Policies covering GROUP 
AND’ INDIVIDUAL PENSIONS, DEATH 
DUTY PROVISION, ANNUITIES, etc., on 
the most favourable terms. Write for leaflets 
and quotations. 








Provident House, 246 Bishopsgate, London, E.C.2 


Telephone : BiShopsgate 5786 











THE BANKER 


can be obtained through booksellers or 
newsagents, or from The Publisher, 72 
COLEMAN STREET, LONDON, E.C.2, for 30s. 
per year, post free. 


For the convenience of overseas readers, 
subscriptions can be paid in local currency 
to any of the following addresses: 


U.S.A. British Publications Inc., 30 East 
60th Street, New York 22. 

Canada. Wm. Dawson & Sons Ltd., 587 
Mount Pleasant Road, Toronto 12. 

France. THE BANKER, 20 Place Vendéme, 
Paris. | 

Germany. THE BANKER, Siebengebirg- 
strasse 5, Bonn. 

Belgium. W. H. Smith & Son Ltd., 71/75 
Boulevard Adolphe Max, Brussels. 
Switzerland. Azed A.G., Dornacher- 

strasse 62, Basle. 
Italy. Messaggerie Italiane S.p.A., 52 Via 
P. Lomazzo, Mi an. 

Greece. International Book and News 
Agency, 17 Amerikis Str., Athens. 
Egypt. George Avartis, 8 Boulevard 

Abbas, Heliopolis. 


Or from Newsagents in all countries. 








UNE 























Whether 


business t 


remember. 


unrivalled 


MAO 4. hiv MING — 
a ws best 


you are 


cuisine and 


a holiday in itself. 


For full informati 


s Ww |. (Whitehall 


on apply 


7890) ; 


beginning a 
holiday or whether you are on a 
rip the pleasure of 
crossing the Atlantic the Cunard 
way is an experience you will long 
Superb comfort, 
smiling 
service make your Cunard voyage 


Pier Head, Liverpool, 3 
verpool Central 9201): 15 Lower Regent St., 
88 Leadenhall St., 


London, 
London, 





E.€.3 (Avenue 3010); or any local Cunard Office or agent C. / 





‘QUEENS’ 


—the hall-mark of sea service 
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LARGEST 


LINERS 




















Habib Bank Limited 


Auth 


Issued and Subscribed 


Paid- 


Established 1941 


Head Office : KARACHI a 


orised Capital 


-up Capital 


Reserve Funds 


Deposits as on Dec. 31, 


1954 





Pak Rs. 
Pak Rs. 
Pak Rs. 
Pak Rs. 
Pak Rs. 


30,000,000 
15,000,000 
15,000,000 
10,000,000 
431,800,000 


In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Léd., 
with 57 branches spread over West and East Pakistan, can prove to be most helpful and you 


are invited to use our services. 


The Bank is fully competent to handle all foreign exchange business, including opening and 
advising of commercial letters of credit, collection of documentary bills, remittances, etc. 





‘FOREIGN BRANCH: 
BOMBAY (India) 


Habib Bank (Overseas) Limited 


Head Office: KARACHI (PAKISTAN) 
1 RANGOON (Burma) & 2 COLOMBO (Ceylon) 


CORRESPONDENTS and AGENTS at ail important cities of the world 


Branches: 
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SANWA BANK 


Authorised Foreign Exchange Bank 






Chairman of the Board 
& President: TADAO WATANABB 


Capital: ¥ 2,500,000,000 
Hea‘ Office: IMABASHI, OSAKA 
Tokyo Office MARUNOUCHI, TOKYO 
San Francisco 
Branch: 465 CALIFORNIA STREET, 
SAN FRANCISCO 
A complete network of 188 nation- 
wide branches and _ woridwide 
correspondents 














He needs 
vour help 


Every year the National 
Society for Prevention of 
Cruelty to Children helps 
nearly 100,000 unhappy 
children—andeach <43@ 
child helped costs 3 
the Society £3.10.0. 
The N.S.P.C.C. is not 
nationalised and depends 
entirely on voluntary gifts. 
To continue its vital work it urgently 
needs your assistance. 























bequests remember the 


N-S°-P-C-C 
PRESIDENT: H.R.H. PRINCESS MARGARET 


Information gladly supplied on application to The Director, N.S.P.C.C. 
ictory House, Leicester Sq. W.C.2. Phone: Gerrard 2774 


| 
when advising on willis and 
| 
| 
| 
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CHUBB & SON’S LOCK AND SAFE CO. LTD., 22 ROYAL EXCHANGE, LONDON, E.C.3. TEL. MINcing Lane 9033-5 
Birmingham Bristol Edinburgh Glasgow Liverpool Manchester Newcastle-on-Tyne & Dublin, Eire 


obey, eastern ote V4 tL 





Blowpipe Burglars 
beaten by CHUBB 





owe eee CTe”6 CCN eer re 


larson ter VIVRE AON RTE 


Despite an attack sustained over several hours — 
and despite their oxy-acetylene blowpipes—these 
burglars had their work for nothing. The Chubb 
Strong Room Door remained intact. This was not 
surprising, since nowhere in the world has a Chubb 
anti-blowpipe door or safe been successfully 
burgled. The chief reason is that they are lined with 
special Chubb blowpipe and drill-resisting alloy and 
fitted with an automatic re-locking device. In this 
particular strong room there were materials of con- 
siderable value. Small wonder that the manufac- 
turers whose premises had been entered were 
thankful that they had installed a Chubb door. 


vi 





















































































































































NATIONAL PROVINCIAL BANK 


LIMITED 


Chairman: 
David John Robarts, Esq. 


Deputy Chairman: 
* Sir Frederick William Leith-Ross, G.C.M.G., K.C.B. 


Chief General Manager: 
L. J. Williams. 


Joint General Managers: 
F. Keighley, C. G. Wheatley, H. C. Pearson, W. Lynn. 


Head Office: 15 Bishopsgate, London, E.C.2 


Principal Overseas Branch & Trustee Department: 
1 Princes Street, London, E.C.2 







































ALL EYES ARE ON Yéaeateaeenia 
YOUR BANK... Qijmammnlineets: ON 

The: e 
BANK DIRECTORY 
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Your bank’s listing in the world’s 
leading bank directory represents 
your bank to thousands of financial 
institutions throughout the world. 
Make your listing work for you as a 
prominent, distinctive display of 
your facilities. 


Advertising in POLK’S BANK 
DIRECTORY is right on the job ee 
every day. It is seen by the financial Ol [p 5 
man when he is seeking information ye P L Deel 
to make a decision. Picture your DHE + 

bank in Polk’s pages ... the decision 
may well be in your favor. 


POLK’S BANK DIRECTORY is a 
‘key to world-wide activity. Over 
5,000 advertisers — more paid space 
‘than in all other major bank direc- 
tories combined—use Polk’s to open 
the door to increased domestic and 
international business. Your inquiry 
is most cordially invited. 


R. L. POLK & CO. 
NASHVILLE 3. TENNESSEE. U. S. A. 
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THE 
EASTERN 
BANK LTD 


Every description of Banking and 
Exchange business undertaken. 


Branches in 


MALAYA 
Head Office: 


LONDON, E.C.3 





Subscribed Capital £2,000,000 
Paid-up Capital £1,000,000 
Reserve Fund £1,300,000 


IRAQ, BAHRAIN, DOHA, 
ADEN, INDIA, PAKISTAN, 
CEYLON, SINGAPORE and 


2 & 3 CROSBY SQUARE 








Encourage your 
customers to use their 
banking accounts more 
economically 
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i 7 


Bank customers 
who pay in small 
A iy amounts at a time, should 
a = be given a P.P.J. Book 
Safe to cut down their 
| entries and consequently 

| their bank charges. 
f : These customers will also 
find P.P.J. Book Safes a 
great aid to saving; it isso easy to slip in odd amounts 
at convenient times, and surprising how quickly these 
small sums amount to a really worth-while total, 


iT 





J 
¢ 

















These Book Type Home Safes are 
supplied with your House Mark 
embossed on the smart leather- 
cloth covers and are available 
in a wide variety of colours. 











Samples and prices sent on request 


PEARSON-PAGE-JEWSBURY 
co., LTD., 
(Dept. 12), Westwood Works, 
Westwood Road, Witton, 
Birmingham, 6 











































COMPACTUS is the modern mechanised 
storage that offers solid advantages in 
space saved and efficiency gained. 
Moves at the touch of a switch. Un- 
equalled for Banks, Insurance Com- 
panies, etc., in fact, wherever records 
or goods are stored in Shelving, Pallet 
Racks, etc. Every part immediately 
accessible. 


NO MANHANDLING 


(World Patents) 
Send NOW for detailed information. 


COMPACTU 


Wath ils weight Ticte) ae slit: aba 





J. GLOVER & SONS LIMITED Sole Licensees and Manufacturers 
47 GROTON ROAD, LONDON, 
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MOVEMENT 


S.W.18 TELEPHONE: BATTERSEA 6SliI 
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“Pd appreciate 
your advice 


about investing 





this money - 


Time and again professional menare called 
upon to give advice when a client for one 
reason or another finds a substantial sum 
at his disposal. One thing—or rather, three 
things almost invariably emerge during 
discussion. The investor seeks safety and 


accessibility for his capital and good inter- 









































est in addition. With these essentials in 


mind very many professional men advise 
investment with this Society because all 
three requirements are abundantly ful- 
filled—safety, easy withdrawal and interest 
at24%with income tax paid by the Society. 


May we send you full particulars ? 


CO-OPERATIVE PERMANENT 
BUILDING SOCIETY 


NEW OXFORD HOUSE - LONDON °: W.C.I 


TELEPHONE : HOLBORN 2302 


ASSETS EXCEED £105,000,000 





CITY OFFICE: 163 MOORGATE, E.C.2 
TELEPHONE : MONARCH 3556 


RESERVES OVER £3,000,000 

















| is always open. 


can we help?” 
name of Christ. 


Please send whatever 











Service... with no strings 


When every door seems closed—The Salvation Army 
No distinction is made in class, creed 
or colour and the welcome is always the same—‘* How 
This selfless service is given in the 
It is free and carries no obligation. 
The Army still depends on voluntary generosity. 
you can afford to General 
\ Wilfred Kitching, 113 Queen Victoria Street, E.C.4. 


WHERE THERE’S NEED THERE’S ... 


The Salvation Army 
























Specialised BANKING FACILITIES 


The full and proper use of 
credit requires an apprecia- 
tion of all its different forms, 
their purposes and application. 


LS 


London: 6/ St. James’s Street, S.W./. 


Bowmaker provides specialised 
credit facilities for Industry, Com- 
merce, Export and Import, and 
will welcome your enquiries. 


BOWMAKER 


Industrial 


BOWMAKER LTD., BOWMAKER HOUSE, LANSDOWNE, BOURNEMOUTH. 
Phone: GRO 66/1/6619 


Bankers 


Phone: Bournemouth 7070 


Branches throughout the United Kingdom 














THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


DIRECTORS requiring the services 
of CHARTERED SECRETARIES 
to fill secretarial and _ similar 
executive posts are invited to 
communicate with the Secretary 
of the Institute, 14 NEW BRIDGE 
STREET, LONDON, E.C.4 























POSTAL TUITION FOR 


B.Sc. ECON. 


The B.Sc. Economics degree of London University 
is open to all, without University residence. It is 


a valuable qualification for ambitious men and 


women engaged in banking and finance. Wolsey 


Hall (est. 1894) provides postal tuition of a high 


order for the three (in some cases, two) examina- 
tions, at reasonable fees. More than |,000 Wolsey 


Hall students have passed London B.Sc. Econ. 
(Final) Exams. since 1925. Prospectus from 
C. D. PARKER, M.A., LL.D., Director of Studies, 
Dept. S17, 


WOLSEY HALL, OXFORD 
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to be well-informed on all the financial problems which arise in 


these complicated days. That is 


why our organisation includes a 


number of departments which 


are each expert 


in one or other ‘A 


of these matters— IPs 


departments which / 
ao 

deal with Foreign 

Exchange, which ¢ 


understand the 
complexities of Wills 
and Trusts, which will not 
get lost in the labyrinths 
of Income Tax and so 


on. Customers may, 


_ 
4 
? 


in consequence, 
bring to us any matter 
of this kind, in the 


confident expectation 


Sy, 






There are so many occasions when one realises how difficult it is 

















that they will receive efficient attention and sound advice. 


WESTMINSTER BANK LIMITED 











PERSONAL MESSAGE 
FROM 

LORD MACKINTOSH 
“As Chairman of the 


National Savings 
















Committee there’s no 
need to tell you ’'m 
right behind this 
grand NEW SAVERS 
Campaign. It’s 
working up to 
something really big, 
but we’re not home 
yet. So let’s keep at f 


it until we reach 








if 


our goal!” 


ALL JOIN IN! 


You can find out how to become a New different methods of saving — by buying 


Saver from your Bank, Post Office or National Savings Certificates and Defence 
Bonds or by opening an account in the 


Post Office or a Trustee Savings Bank. 


Trustee Savings Bank, where full ia- 
formation will gladly be given to you. 


You'll probably find in your factory, street, In any case you can start saving right away. 


school orclub,a Savings Group you can join. 
Whether you decide to join this Group, 
or start saving on your own, the Volun- 


tary Worker who runs the Group will 





Another way to become a New Saver is 
by using some of your Savings Stamps to 
buy a 15/- Certificate or to open an account 


in the Post Office or Trustee Savings Bank 


ae @ 4 


gladly give you helpful advice about the with 5/- ey 
NAME 

BECOME A NEW SAVER TODAY! as 

RE? 


a 








Issued by the National Savings Committee, London, S.W.7 














THE NATIONAL UNION 


Founded in 1918, as the Bank 
membership of over 37,000. 


The objects of the Union are 


lish, improve, maintain and protect 


Scottish Office 


THE NATIONAL UNION 





The National Union of Bank Employees has a 


complete organisation of members of the Managing, 
Clerical and full-time Non-Clerical Staffs of all 
Banks in the United Kingdom in order to estab- 


of service, both individual and collective; to main- 
tain the highest possible standard of service given 
by its members to the public and the Banking 
Industry, and by such Industry to the community. 


Headquarters : : : 28 Old Queen Street, Westminster, S.W.1 
City Centre : : i Warnford Court, Throgmorton Street, London, E.C.2 


Birmingham Office: Unity Chambers, 262 Corporation Street, Birmingham 





OF BANK EMPLOYEES 


Officers’ Guild, 


to secure the 


their conditions 


70 Wellington Street, Glasgow, C.2 


OF BANK EMPLOYEES 











FOR NEW IDEAS * | 





Send for the Man from Memington Mtand. 


COUPON: | would like to know more about. Foremost Accountancy. Please * arrange for a representative to 
visit me [] *% send me informative free literature [] (tick course of action required) 


SD brndisccntinaiiiddecusdsosguetinins tuparsaaaapntongeadianidabediiibabcatia 
REMINGTON RAND LTD, 1-19 NEW OXFORD STREET, LONDON, WCI 


ON MECHANIZED 
FIGUREWORK 


The Man from Remington Rand is highly- 
trained in all branches of modern accountancy. 
If there’s too long a time lag in compiling 
balances, analyses or statements, if pay-day 
preparations are a headache—call him in. 
He’ll get to the root of your accounting prob- 
lem, and provide the equipment to solve it. 


* THIS IS FOREMOST 


—the modern accounting machine. Easy to install; easy 
to operate ; adaptable at amoment’s notice to any account- 
ing job. Automatic balances; line proof of accuracy. Cuts 
accounting costs drastically, yet remains within the 
means of quite modest businesses. Interested? 
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Telephone: CHAncery 8888 
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Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from London are 
established in most centres of 
commercial importance throughout 
Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 


prepared to act as executor or trustee. 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated 5? Royal Charter, 1853) 


Head Office : 
38 Bishopsgate, London, E.C.2 








The Bank of N. T. Butterfield 
-and Son, Ltd. 


BERMUDA 
Established 1858 


Complete Commercial Banking and Trustee 
Department services 


Correspondents of principal English and 
Scottish Banks 


(= 






























(Incorporated in 
K Turkey with 
a A N Limited Liability) 


PAID-UP CAPITAL - £5,000,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
MIDDLE EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS and JORDAN. 


Affiliated Institution in Syria and 
Lebanon: BANQUE DE SYRIE ET DU 
LIRAN. 


LONDON 
MANCHESTER 


20/22, Abchurch Lane, E.C.4 
56/60, Cross Street 


PARIS 7, Rue Meyerbeer 
MARSEILLES 
CASABLANCA 


38, Rue St. Ferreol 
1, Place Ed. Doutte 
ISTANBUL 


5 





















Vl tbe uansalore: 


With this most modern and versatile accounting machine 



























CRRECESERERES 


sate + 
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NO OTHER Single accounting machine 
gives you the various answers you need 
quite so efficiently, quite so economically 
as the Burroughs Sensimatic. At each 
quick flick of the selector knob, the Sen- 
simatic is ready for a different account- 
ing job, and it does each one as auto- 
matically and accurately as a specialized 
machine. 

It’s today’s finest, most versatile 
accounting machine. The _ exclusive 
Burroughs sensing panel is tailored to 
any combination of accounting proced- 
ures you wish . . . guides the Sensimatic 
faultlessly through any posting routine. 

It’s tomorrow’s accounting machine, 
too. To alter an accounting procedure, 
you change the panel, not the machine. 
Any Burroughs branch will arrange a 
demonstration of the Sensimatic that 
best suits your needs. Burroughs Adding 
Machine Limited, Avon House, 356- 
366 Oxford Street, London, W.1. 














BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 












Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


CAPITAL FULLY PAID "s és ‘< Rials 2,000,000,000 


RESERVES (Banking Department) .. ‘a Rials 491,500,000 
DEPOSITS > a a re 6 Rials 15,882,930,230 


Governor and Chairman of Executive Board : MR. ALI ASGHAR NASSER 


Head Office: TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 






New York Representative: One Wall Street, New York 








The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous branches in 
Iran deals with every description of Banking business. 








ADMINISTERS NATIONAL SAVINGS 











Stripey 


A bequest for seamen’s welfare ? Excellent ! 
But there are so many admirable societies working 
in this field. The most experienced of bankers 
would find it confusing, were it not for King 
George’s Fund for Sailors. This central fund 
for all sea services supports the work of more 
than 120 welfare and benevolent societies. It is 
always informed of their needs, and makes 

grants accordingly. You can tell your client that 
there is no surer way of helping our seafaring 
community than a legacy in its favour. 





King George’s Fund for Sailors 
1 Chesham Street, London, S.W.1 
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Use the ‘Recordak’ Microfilmer to 
photograph cheques, correspondence, 
etc.—any document up to 12 x 14 ins. 
—on to 16mm. microfilm. And use 
the same machine to make quick and 
easy reference to the processed film records. 

This method of record-keeping regains 99% of 
a the filing space used for original bulky files. 3,000 
Ri eh eee ous letter-size documents can be photographed on one 
: : 100 ft. reel of microfilm. Normal documents can 
be microfilmed at the rate of 1,500 per hour. 

The ‘Recordak’ Microfilmer will also operate in 
conjunction with an adding machine, permitting 
documents such as cheques to be totalled and 
microfilmed simultaneously. 































SRECORDAK vivision oF 


Kodak LIMITED 
*‘Recordak’ 


Microfilmer ! and 2 Beech Street, London, E.C.!. Tel: Metropolitan 0316 
Desk Model And at I! Peter Street, Manchester, 2. Tel: Blackfriars 6384-5 
















‘Recordak’ is a registered trade-mark 
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Here is elegance plus Gold Seal quality to put 
the finishing touch to smart coachwork. 

Apart from appearance here are the features 
that still make these tyres outstanding—strong 
flexible casing for long life with greater 
comfort ; unique patented tread pattern to 
provide powerful skid resistance and silent 
running; non-static properties for better 
radio reception, 
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FOR PERFORMANCE PLUS BEAUTY IN 
DUNLOP, DUNLOP FORT & DUNLOP ROADSPEED TYRES 
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KEEP IN TOUCH WITH JAPAN 
THROUGH THE FUJI BANK 


ESTABLISHED IN 1880 


PAID UP CAPITAL YEN 2,700,000,000. 


™ FUJI BANK sa. 


184 BRANCHES, LOCATED IN KEY CITIES THROUGHOUT JAPAN 


HEAD OFFICE: 1-CHOME, OTEMACHI, CHIYODA - KU, 
TOKYO 


LONDON BRANCH: SALISBURY HOUSE, FINSBURY CIRCUS, 
LONDON, E.C.2. 
P.O. Box No. 547 Tel. No. NAT 0601-4 























THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George's 


CAPITAL £125,000 


TOTAL RESERVES £348,695 
TOTAL RESOURCES £8,344,639 
Complete Banking and Trust Facilities , Real Estate Division 


Sole Depository of the !mperial Government in Bermuda 








This hardy evergreen of life assurance, designed specially for young men, is 
more than ever the policy of the moment. Let it help to smooth your road 
through the years of endeavour ahead. You will put yourself under no 


obligation by writing for full details to 


SCOTTISH WIDOWS’ FUND 


London Offices : 28 Cornhill, E.C.3 
17 Waterloo Place, S.W.1 


Head Office: 9 St. Andrew Square, 
Edinburgh, 2 


“BOTH WAYS” 
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old refining 





Our precious metal smelting and refining service is founded 
upon more than a century of experience and planned 
development. A gold refining capacity in excess of 
400,000 oz weekly is supported by methods of sampling 
and assay that assure the speedy and critically accurate 
assessment of the precious metal contents of any form of 
gold-bearing material. 


Silver and Platinum 


Our refineries handle also bullion, ores, concentrates and mining 
by-products containing silver and the platinum metals. 


Matthey 





MELTERS AND ASSAYERS TO THE BANK OF ENGLAND 
JOHNSON, MATTHEY & CO., LIMITED, HATTON GARDEN, LONDON, E.C.!I 





Telephone : HOLborn 6989 














AIR CONDITIONING 


Banks 

Factories 

Hotels 

) Restaurants 

Offices 

Hospitals 
Department Stores 
Board Rooms 
Clubs, etc. 


THE BEST EQUIPMENT FOR ALL APPLICATIONS IS SUPPLIED BY 
TEMPERATURE LTD. 


Major contractors to State and Government Departments and the Petroleum Industry 
throughout the world 


TEMPERATURE LTD. 
PHONES: RENown 5813pbx | BURLINGTON ROAD 
CABLES : TEMTUR, LONDON FULHAM, LONDON, " SW6. 


Our Consulting Service is available without obligation 














Its time YOU DOUBLED your working ‘staff 


*(OF FONADEKS NATURALLY) 


The installation of a Fonadek 
enables your existing staff to in- 
crease their efficiency with the 
minimum of effort. A Fonadek by 
the ‘phone guarantees increased 
efficiency, eliminating wasted 
time every day your office is open. 
The receiver (G.P.O. or internal 
telephone) is placed on the 
Fonadek, it is then possible to 
speak and hear freely whilst 
carrying on normal work. 












Everyone in your business from 
Execulive to Telephone Operator 
needs a_ Fonadek. 







Both hands free for continuing 
normal work whilst talking on 
the telephone. 






Dictation is simple, speedy and The Fonadek holds on for connec- 
sure when using a Fonadek. tions whilst you carry on working. 


SAVE by employing a FONADEK system - EvERYWHERE 


Just write Fonadek on your letterhead for our brochure. 


FONADEK (BRANSON) LTD. 
Dept. BK, Vivian Road, Birmingham 17. "Phone: Harborne 2267/8 


Branches and Agents throughout the British Isles. 
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You'll be glad it’s 


There is a wide range of specially 

Jesigned G.E.C. fluorescent fittings for every 
‘rade and industry. Simple to fit. 

nap-action dismantling for quick, easy one-man 
maintenance. Consult your local contractor 


for best type of G.E.C. fitting... with of course Osram tubes. 


@ The General Electric Co Ltd, Magnet House, Kingsway, London WC2 
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UNITED DOMINIONS 
TRUST LIMITED 


The U.D.T. Group of companies provides a com- 
prehensive financial service throughout Great 
Britain and the Commonwealth. 

The Group provides credit facilities for acquiring 
additional plant, machinery and _ transport, it 
turnishes medium-term loan capital for develop- 
ment or expansion, and it is equipped to handle 
the public issue or placing of shares. 

Head Office: 


UNITED DOMINIONS HOUSE, EASTCHEAP 
LONDON, E.C.3 
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COMPASS 
FOR THE SOUTH-WEST PACIFIC 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruinents and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at. over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 





HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager — R. J. Neal Blackwell D. J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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NATIONAL BANK OF PAKISTAN 


(Incorporated under the National Bank of Pakistan Ordinance, No. X1X of 1949, and sponsored by the 
Government of Pakistan. The liability of members is limited.) 


Established . 1949 


Authsrised Capital - - - - - = Pak. Rs. 6,00,00,000 
Issued & Subscribed - - - - - - Pak. Rs. 6,00,00,000 
Paid-up - - - - - - = = = = Pak. Rs.  1,50,00,000 
Reserve Fund (31.12.53) Pak. Rs. 37,50,000 
Deposits (31.12.53) - - - - - = Pak. Rs. 29,27,27,586 


COMPARATIVE FIGURES 


1950 1951 1952 1953 
Pak. Rs. Pak. Rs. Pak. Rs. Pak. Rs. 
Highest Deposits 6,43,69,000 20,08,48,000 28,60,07,000 34,03,01,000 
Advances 4,77,36,000 20,88,93,000 24,83,29,000 24,44,64,000 


Internal Business 

Total Sales (Inland) 5,38,81,000 20,29,38,000 73,95,94,000 98,80,29,000 
(Drafts, Telegraphic 

Transfers, Mail 

Transfers issued). 

Total Bills purchased 

and collected (Inland). 2,10,73,000 24,45,43,000 30,40,93,000 83,69,83,000 


Foreign Business 94,90,000 28,64,55,000 39,88,21,000 42,26,91,000 


BOARD OF DIRECTORS 


President : HOSHANG DINSHAW 
Managing Director: A. MUHAJIR 
Government Director : MUMTAZ HASAN 


S. A. HAMID A. A. H. FANCY E. E. VIRJI C. M. SHAFI 
K. M. MUNEER M. A. RANGOONWALA K. M. USAF S. J. HOSAIN 
M. B. RAHMAN 


62 Branches, and also sub-branches, throughout Pakistan 
Foreign Branches at Calcutta (India) and D’Jeddah (Saudi Arabia) 
Foreign correspondents in leading business centres throughout the world 
Banking business of every description transacted 
HEAD OFFICE: . VICTORIA ROAD, KARACHI 
LONDON OFFICE: 20 EASTCHEAP, LONDON, E.C.3. 


LONDON MANAGER: J. L. TOMLINSON 








MILNERS — EQUIPMENT 








FroR a century and a half, Milners have been making equipment for men 
who know the meaning of security — from Strong Boxes for the Duke of 
Wellington to Steel Rolling Fire Shutters for London Airport. The same 
skill and craftsmanship that has made Milners famous for Safes also goes 
into the making of every smallest part of their astonishingly wide range of 
Steel Equipment. 

Milners are always willing to design special equipment to suit the needs of 
each individual customer — that is why you will find their equipment in the 
ep - England, the Admiralty, the War Office and Banks throughout 
the wor 











MILNERS SAFE COMPANY LTD. 


Head Office:58,H OLBORN vine *: LONDON .E.C.I 
CENtral 0041'S egrams HOLDFAST, CENT, LONDON 
Factories: Phoenix Works, Speke, Liverpool 1/9. elephone. Hunts Cross 12816 
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‘“ THE CHILDREN’S POLICY ” THE 


Safeguard the Future Welfare of 
Your Children 


ASSO . / ATION 
FOR SPECIAL LEAFLET APPLY TO :— 


Head Office for Great Britain and Ireland A U S T R A [ AS | A 


&® CHEAPSIDE, LONDON, E.C.2 LTD 


(Telephone: CITy 7762) 
































THROUGHOUT THE WORLD... as in Britain 








AUSTRALIA, vast homeland of 
9,000,000 of our cousins, is the world’s 
most abundant source of wool. 
Livestock raising, dairy farming, agriculture. 
and mining — Australia’s other great 
and ever-growing industries, steadily enrich 
a young progressive nation and 
contribute mightily to the strength of the 
Commenwealth. 





ACCOUNTING & ADDING MACHINES 





put business on record 
..- at less cost 





_\— aoe ‘ 
F a se +j|§ COMPLETELY VERSATILE—The offienal 
4 ee =e ‘CLASS 31” DIRECT-ENTRY ACCOUNTING MACHINE. 
Instantaneously adaptable to all forms and 
phases of BANK ACCOUNTING. * LEDGERS, 
STATEMENTS AND WASTE ¥%& DIVIDEND WARRANT 


AND LISTS ¥* STAFF PAYROLL and all varieties 


of special records for particular requirements. 


FOR SUPER SPEED AND ACCGURAGY over the entire range of listing and 
primary book-keeping operations: the “E.N.’* SERIES Of NATIONAL 
ADDING MACHINES —in simplex and duplex versions, with and without 


' wide platensand shuttle carriages. High,medium and low capacities. : 
THE NATIONAL CASH REGISTER COMPANY LTD.  ®itishFectories” 
210-216 Marylebone Road, London, N.W.1. Paddington 2070 949 OFFICES IN 94 COUNTRIES 
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The New Building for 


THE COMMERCIAL BANKING 
COMPANY of SYDNEY, LIMITED 


OLD JEWRY, E.C.2 
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Architects: Consulting Engineers: 
Messrs. Waterhouse & Ripley Messrs. Bylander & Waddell 
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A Banker’s Diary 





Last month’s meeting in Paris of the ministerial council of the Organization 
for European Economic Co-operation was, in the view of the chairman, Mr. R. A. 
Butler, “ the most successful we have ever had”. The main 
O.E.E.C. items on the agenda indicate the importance of the meeting. The 
Looks first was decision on the next instalment in the liberalization of 
Ahead intra-European trade from quotas and import licensing. The 
second was the question of a further renewal of the European 
Payments Union—with all its implications for the speed and method of the 
approach to convertibil:ty. The third was the elaboration of the blueprint for 
the European Fund that is to take over from the European Payments Union 
when that organization is torpedoed by the full convertibility of one or more 
of European international currencies. 

Good progress was made on all fronts. The decisions on trade liberalization 
came well up to the most hopeful expectations and it is these that made the 
meeting worthy of the compliments showered on it by the Chancellor. The 
member countries agreed to increase the proportion of quota-free imports from 
each other from 75 to go per cent. of their private trade by September 30 next. 
To ensure continuing progress by the countries that have already reached the 
go per cent. target, this decision has been supplemented by a parallel under- 
taking on the part of each country to abolish by June 30 a further Io per cent. 
of the quantitative import restrictions that it still applies. The effect of these 
decisions will be further reinforced by specifying that the percentage of 
liberalization for all countries must reach at least 75 per cent. in each of the 
three main categories of raw materials, foodstuffs and manufactured goods. 
Agreement to extend the programme of liberalization on this broad front was 
possible largely on account of the undertaking of the principal laggard, France, 
to raise its percentage of liberalisation immediately to 75—though still to 
subject the freed goods to an additional 15 per cent. import tax. That tax is 
intended to neutralize the differential between French and competitive world 
prices, and is a most candid admission that the franc is overvalued to that 
extent. 

The change in timing in Europe’s—and particularly Britain’s—converti- 
bility plans made over recent months was symbolized by the decision taken at 
the Paris meeting to prepare for a further extension of the European Payments 
Union when it expires on June 30 next. A little less than a year ago the O.E.E.C. 
ministers spoke of the extension which was then under consideration as being 
“ positively the last ’’. No such predictions are being made about the exercise 
now being undertaken by E.P.U.’s managing board. Some of the member 
countries, including Belgium and Germany, are indeed still intent on making 
this fourth extension a real step in the direction of convertibility and are, 
therefore, pleading for a toughening of the E.P.U. payments mechanism. 
Instead of the 50 : 50 gold and credit ratio that now applies to E.P.U. settle- 
ments, both on the credit and debit side, it has been suggested that the gold 
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portion should be raised to 65 or even to 75 per cent. Changes on these lines 
might possibly be accepted as a convenient halfway house to full converti- 
bility by the countries that are still loath to take any irreversible step. 

While it is deciding on the form of the extension of E.P.U. the managing 
board will also be called upon to give definite shape to the statutes of the 
European Fund. The decision to set up such a fund has been taken, but beyond 
this most issues are still under active, and at points acrimonious, discussion. 
One of the main points at issue is whether the facilities of the Fund should 
extend only to those countries that cannot make their currencies convertible 
or to the whole membership of E.P.U. Another is the scale of the Fund’s 
resources; here it appears that the victory has been won by the moderates, as 
the Chancellor of the Exchequer has suggested that total resources will-amount 
to between $500-$600 millions. The most important issue of principle still 
under debate is whether access to the facilities of the Fund should be automatic, 
as in the case of E.P.U., or hedged by qualitative restrictions and criteria, 
as are operations with the International Monetary Fund. It would thus appear 
that the main features of the Bretton Woods debate of a decade ago on the 
merits of automaticity are being repeated in miniature in the narrower context 
of the new payments fund for Europe. 


THE sterling area returned to dollar surplus in December, but to an unseason- 
ably small one, and last month sterling showed further weakness on the 
exchange markets, with the dollar rate dipping at one time to 
Sterling $2.782, its lowest since the autumn of 1952. These grounds for 
Now doubt come at the end of a year in which Britain’s exports, like 
its volume of production and consumption too, reached new high 
records; but it is noteworthy that the improvement in exports and in the 
visible trade balance as recorded by the trade returns did not extend beyond 
the third quarter of the year—and the check is unlikely to have been wholly 
due to the dock strike. It is still not certain that these trends reflect any 
serious or enduring deterioration in the sterling area’s balance of payments 
with the rest of the world, but they ought to inject a note of caution into the 
mood of optimism engendered by the boom. At such times, the signs of 
prosperity are always more apparent and more remarked upon than those 
of danger. 

The fall in the gold reserves by $163 millions in December—still leaving 
them $244 millions up on the year despite $304 millions of repayments of 
dollar debt—was, of course, attributable to the annual instalment of $181 
millions on the North American loans of 1946 and several small special items. 
If these payments and defence aid are excluded, the month showed a small 
net dollar surplus, of $18 millions. This contrasted with $118 millions for 
December, 1953, but then the reserves were being fortified by the large sales 
of Soviet gold in London. The E.P.U. settlement also yielded a small net 
receipt of gold by Britain, but on the transactions with E.P.U. during 
December there was a deficit of £7 millions, so that the statement of the 
reserves at end-January will show a gold payment of half that sum to E.P.U. 
This deterioration, like the pressure on sterling in the market, is disturbing, 
because this is the time when both the E.P.U. account and the market should 
be reflecting heavy sales of sterling area primary products. City circles 
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contend, however, that sterling is still suffering from the abnormal extension 
of the season of heavy payments for dollar imports; that it is also feeling, 
because of the lag in payments, the backlash of the fall in dollar exports 
earlier in the year; and, of course, that there has been some running down of 
balances in London because of the disappointment of overseas hopes of con- 
vertibility. Meanwhile, one heartening portent has been the recovery of 
British exports to North America; for 1954 as a whole they were down by 
11 per cent., yet in the last quarter they had virtually regained their 1953 level. 


FOLLOWING closely on Mr. C. T. Saunders’ analysis of the composition of 
private savings,* another official statistician, Mr. Philip Redfern, has broken 
new ground in an equally important field of economic statistics 

Estimates -—bBritain’s net capital formation. In a paper read to the 

of Net Royal Statistical Society last month Mr. Redfern sought to 
Investment estimate that part of gross investment, as estimated in the 
annual Blue Book on National Income and Expenditure, that 
represents merely the replacement of existing fixed assets: and hence to 
arrive at a figure for net, or new, investment and at the real value of the 
nation’s stock of capital at certain periods of time. His results are for the 
years 1938-53, but the need to calculate required provision for depreciation 
of past investment naturally necessitated estimates for earlier, and statistically 
very barren, years. Mr. Redfern is at pains to emphasize that for a number 
of other reasons besides his results must be treated as only a first and tentative 
approach. His indices of changes in prices of assets, used to provide com- 
parisons of investment at various periods in real terms, could be compiled 
only by taking an average for all types of plant and machinery; his estimates 
of depreciation—made on a “ straight-line ’’ basis at replacement cost— 
necessarily assumed a fixed length of life for each asset, irrespective of its 
actual working life (excepting only those assets totally destroyed in the war) ; 
and lack of information has enforced the omission altogether from the estimates 
of farm and coal industry buildings, Government offices, hospitals and a few 
other assets, amounting in total to around 6 per cent. of gross investment in 
the period covered. 

Given these qualifications, the conclusions that emerge from Mr. Redfern’s 
massive work of research are yet unlikely to be far wrong in the broad. They 
certainly serve to enlighten many most contentious hypotheses of current 
economic debate. Investment in fixed assets since 1948 has, after all, been 
considerably more than adequate to replace existing assets; it is estimated 
that a little over a third of gross capital formation since the war represented 
net investment, and that by 1953 this net addition to the nation’s capital 
had reached over {g00 millions, equivalent to fully 6 per cent. of net national 
product and just about the same in real terms as net investment in 1938. 
The destruction of capital assets in the war reduced the net value of fixed 
assets at the end of 1947 by around {1,000 millions (at 1948 prices) below the 
level of 1948—and it must bé remembered that the calculations take account 
only of total destruction—but by the end of 1950 the equivalent of the 1938 





_ *“ Some Problems in the Estimation of Personal Savings and Investment,” read to the 
Manchester Statistical Society last November and discussed in the December, 1954, issue of 
THE BANKER. 
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capital stock had been restored, whilst by the end of 1953 a further 10 per 
cent. had been added. The net value of capital assets was then estimated at 
£34,000 millions at current prices, and the annual rate of increase at 3 per cent. 

Hardly less pertinent are Mr. Redfern’s estimates of the net investment that 
has taken place in individual types of asset and different sectors of the 
economy. The one important sector that has failed to maintain its capital 
since the war is, as the accompanying table shows, the transport and com- 
munications group—a reflection of inadequate replacement of railway rolling 
stock to make good the arrears of the war years and of the lack of investment 
in new roads. Net investment in housing is shown to have been rising fairly 





ANALYSIS OF INVESTMENT, 1938-53 


(4 millions at 1948 prices) 


Coal,* Manu- 
Gas, Transport facturing Public 
Agri- EK lec- and and Housing and Total 
culture* tricity, Communi-  Distri- Social 
Water cationt bution, etc. Services 
Gross fixed capital 
formation: 
1935 _ - 12 135 242 474 474 QI 1,431 
1945 - = 55 150 152 479 342 43 , 200 
1951 Me - 40 190 179 595 315 79 1,413 
1952 7 .. 40 1Y7 173 555 355 56 1,439 
1953 et ah 37 220 LQQ 570 500 Q4 1,620 
Depreciation at re- 
placement cost: 
1935 a - 9 100 IQ2 253 [41 30 755 
1948 _ ei 32 gs 175 293 169 34 SOI 
1951 ive - 35 110 1506 340 178 30 So4 
1952 ie ci 40 114 15y 302 IS] 37 23 
1953 - - 42 119 IQI 379 184 38 953 
Net fixed capital 
formation: 
1935 - . 3 35 50 IQ 333 Ol 070 
1g45 se ee 26 55 7 156 173 Q 159 
195! - _ 5 SO — 7 249 140 43 519 
1952 - - 53 —16 193 207 49 510 
1953 .% os —§ 1Ol 5 IQ! 316 50 607 
“|, of net fixed capital 
formation, 1948-53 2 15 I 4o 35 7 100 


* Plant and machinery only. 


+t Road goods transport included under “ manufacturing and distribution ”’ 


steadily since the war, though it is interesting to note that by 1953 its real 
value was still below that of 1938—even without allowing for the higher rate 
of deterioration of existing houses that was probably taking place. Mr. 
Redfern has unfortunately been unable to make estimates of net investment 
in individual manufacturing industries, primarily on account of the lack of 
statistics for pre-war years. The manufacturing and distribution group as a 
whole is shown to have added substantially to its stock of capital year by 
year since the war, for the most part—though not in 1952 and 1953—at a 
rate appreciably greater than in 1938. The estimates of the stock of existing 
capital are also illuminating. Of the total of net fixed capital assets in 
Britain at the end of 1953, some 42 per cent. was in housing, some 31 per cent. 
in other buildings and works and some 21 per cent. in plant and machinery. 
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THE booming economy—aided by the shortfalls in defence production—has 
given an exceptionally good showing to the Chancellor's budget accounts. 
At December 31 the “ above-line”’ deficit was, at £355.3 

Exchequer millions, fully {190 millions smaller than a year before— 

Accounts in despite the fact that in the full fiscal year the above-line 
Good Shape surplus was expected to fall from {94 millions to £10 millions. 
The most marked improvement in the accounts is on the side 
of expenditure ; at end-December total ordinary expenditure was {17.3 millions 
smaller than at end-December, 1953—whereas the Chancellor in fact reckoned 
on an increase in spending amounting to nearly £248 millions in the full year. 
This shortfall is undoubtedly attributable primarily to lags in defence outlays; 
moreover, its actual magnitude is considerably larger than is apparent from 
the Exchequer accounts, since the “ counterpart ’’ defence aid that is still 
brought in on the credit side appears to have been some {40 millions smaller 
in the first three-quarters of 1954-55 than a year before. 

The prospects of a sizable budget surplus this year stem, however, less 
from this large—but possibly ephemeral—shortfall in expenditure than from 
the exceptional buoyancy of revenue. In the first three-quarters of the 
fiscal year, in which little more than one-third of receipts from income tax is 
normally collected, ordinary revenue had already increased by £173 millions 
over its level a year before, that is, by £8.2 millions more than the budgeted 
increase for the full year. In the new year income tax payments swelled to 
their usual seasonal flood—though at a slightly slower rate than in 1954—and 
by the return of January 22 had already transformed the cumulative 
Exchequer deficit into a surplus. Receipts of customs and excise in the 
fiscal year so far have also been running well above last year’s outturn and 
this year’s estimate, reflecting, of course, the spending boom. On capital 
account the net deficit is running fairly close to estimates. At {290.5 millions 
net below-line expenditure was {7.7 millions higher than at end-1954; though, 
in fact, the inclusion this year of the capital expenditure of the Post Office, 
formerly met from the funds of the Savings Banks, masks a true reduction 
in capital spending of {19.7 millions, against an expected increase in the full 
year of £16 millions. 





PRESIDENT EISENHOWER’S special message on foreign economic policy to 
Congress was submitted last month with a far greater air of confidence in its 
acceptance than was the corresponding message delivered after 

Better the Randall Commission had reported in 1954. The contrast 
Hopes from offers its ironic commentary on the paradox of a situation in 
Congress’ which the Republican President’s fundamental policy proposals 
stand a far better chance of being enacted by a Democratic than 

by a Republican controlled Congress. This year’s foreign trade programme is in 
most respects a repetition of the recommendations made in March, 1954, and 
then largely rejected. The President has requested a three-year extension of 
his authority to negotiate tariff reductions with other nations. Such authority 
would be limited to reduction of tariffs on selected commodities by not more 
than 5 per cent. per year, but would permit a reduction of any tariff rates in 
excess of 50 per cent. to that level over the three-year period. Finally, it would 
provide for reduction by not more than one-half over the three-year period of 
Cl 
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duties on articles that are not now being imported into the United States, or 
that are being imported only in negligible quantities. 

The foreign trade programme holds the prospect, too, of some assault on 
the important indirect forms of United States protection. The President has 
demanded further progress in the simplification of customs administration 
and procedure; nothing is said in his message about the abolition of the Buy 
American Act (which favours domestic companies in tenders for public con- 
tracts), but the President has already made it clear that the necessary relaxation 
of its provisions will be achieved by administrative action. The message also 
recommends enactment of legislation providing for more lenient treatment of 
business income from foreign subsidiaries. So much for the aspirations; now for 
the ensuing action of Congress. The omens are reasonably good. The speed 
with which hearings on the proposed legislation have been begun by the 
appropriate Congressional committees is a token of the new mood on foreign 
trade policy that pervades Congress now that Democrats are in control. 


OnE of the most surprising features of 1953, the year of revival, was that 
individuals both consumed more and saved more; this, even more surprisingly, 
seems also to have been true of 1954, the year of boom. About 
Fruits of the rise in consumption there is, of course, no doubt at all. 
the Boom Official estimates covering the first nine months of the year put 
the “‘ real ’’ increase at some 3 per cent., and the rise since then 
has probably steepened. During the nine months the increase was again 
concentrated particularly upon “consumer durables ’’—notably household 
electrical goods and television sets—and (in contrast with 1953) upon clothing 
and footwear. These trends became especially marked in the second half of 
the year. Expenditure on household goods rose from {£210 millions in the 
second quarter to £231 millions in the third, or fully 123} per cent. more, in 
real terms, than in 1953. The real increase in total personal consumption for 
that quarter is, however, put at only 23 per cent. 

In October and November retail sales picked up with more than seasonal 
alacrity, again riding high on the boom in instalment buying, with particu- 
larly large gains in radio and electrical goods and also in furniture. And 
general observation suggests that spending for Christmas was at least up to 
the high levels of 1953—a hypothesis supported by the trend of the note 
circulation. In the five pre-Christmas weeks the total outflow of notes from 
the Bank of England reached {110.5 millions, or fully £15 millions more 
than in 1953. 

There is naturally less certainty about the trend of personal saving last 
year, but the national savings movement achieved a quite striking improve- 
ment. Net savings, excluding accrued interest, reached £32.7 millions; this 
contrasted with a net withdrawal of £58.7 millions in 1953, and even that 
was a considerably smaller deficit than was experienced in previous years. Last 
year’s improvement was admittedly much accentuated by the increase on 
November I in the permitted limits on individual holdings of certificates and 
defence bonds, and to that extent represented simply a transfer from other 
forms of savings. But for the most part the continuing improvement in 
national savings undoubtedly forms part of a general resuscitation of 
personal thrift. Saving through both the building societies and the life 
offices appears to have risen quite markedly again in 1954. 
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Bankers on Inflation 
—And on their Critics 


HE fears that a revival of inflationary pressures may undermine Britain’s 

present prosperous equilibrium have taken stronger hold during this 

past month, bulking large in City thinking and exerting a strong influence 
upon stock markets. Every one of the financial tendencies noted in this 
context in our last issue has, indeed, since been intensified. The atmosphere 
of care-free spending at Christmas, the activity of the hire-purchase traders, 
the growth of wage pressures, and the further decline in unemployment at the 
December count have all reinforced the fears that the domestic boom may 
soon leave its mark on the balance of payments—and point has been given 
to these fears by a further weakening of sterling at a time when it should 
normally have been benefiting from sales of sterling area produce. 

The possibility of a corrective rise in Bank rate has therefore loomed 
perceptibly nearer, and the fact that the discount market was obliged to 
borrow very heavily from the Bank of England over the turn of the year, 
and has also been “ in ”’ the Bank again since then, was construed as a warning 
signal. Market rates, instead of showing some seasonal reaction, have there- 
fore continued their rise, carrying the Treasury bill allotment average to 
over 2 per cent. by January 21—a rise of 74 per cent. since mid-November. 
Under these influences the weakness of gilt-edged has become more pro- 
nounced, while the boom in equities has gathered speed. In three weeks the 
ordinary share index of the Financial Times rose fully ten points, to the dizzy 
peak of 194—almost 50 per cent. above its level of twelve months ago. And 
this further big rise in equities has occurred in spite of the fact that even the 
optimists are having second thoughts about their assumption that a liberal 
budget was already “ in the bag ”’ 

It might have been expected that an attempt to gauge the effects of these 
swirling cross-currents would have played a large part in this year's state- 
ments from the bank chairmen. So, perhaps, it would have done if the 
City’s present doubts about the foundations of the boom had not been so 
very recent a growth. As it is, most of the chairmen allude to the inflationary 
danger, but do not generally make it a major theme, and several of them 
turn from the problems of the immediate economic prospect to focus upon 
the progress and changes in banking technique. Sir Oliver Franks, indeed, 
devotes the whole of his maiden address as chairman of Lloyds to this theme: 
the valuable facts he and others have this year revealed about internal prob- 
lems and practice are surveyed in the second part of this article. 

On the whole, the bankers do not seem particularly worried about the 
short-run outlook, though they give some warning hints for stock markets, 
and some more general warnings for the longer run. Mr. A. W. Tuke, of 
Barclays, refers to the general feeling that the danger of inflation is “ not far 
below the surface ’’, but does not think that any of the recognized dangerous 
symptoms is apparent at the moment—“ with the important exception of 
the labour market and possibly of the Stock Exchange”’. And he remarks 
that the pressure upon the labour market is not uniform throughout the 
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country. Mr. D. J. Robarts, of the National Provincial, likewise thinks that 
the inflationary tendencies, though very disturbing for the long run, do not 
justify ‘“‘ immediate alarm’, while Mr. A. H. Bibby, of Martins, considers 
that inflation is “‘ at present under reasonable control ”’. 

The only urgent note comes from Sir Thomas Barlow, of the District 
Bank, who refers to “‘ ominous signs’ of overstrain. Rising production, he 
says, has “‘ not met the needs of the situation ’’; he is worried about the 
extension of overtime and the renewal of wage claims, the thinning out of 
supplies and a lengthening of delivery dates, and considers that “ we are 
moving towards a situation wherein there might again be a tendency to 
accumulate stocks beyond normal requirements—a development which, more 
than anything else, creates shortages’’. But Sir Thomas then blunts this 
diagnosis by the contradictory argument that, after all, the increase in the 
volume of money and consumer expenditure has been outpaced by production, 
while the revival of personal savings is evidence of “‘ increasing confidence and 
stability ’’. It certainly is, when one looks to the past; but in the context 
of inflation the whole question is whether savings will be adequate in future. 

The analysis in a subsequent article, on the year’s credit trends, suggests 
that it is far from certain that monetary influences have not had any part in 
provoking inflationary tendencies, and it also shows that the effective volume 
of money, after allowing for changes in rate of turnover, has in fact risen a 
good deal faster than the national output. Only one of the bank chairmen, 
however, specifically attributes any blame to monetary policy—and this 
comment comes a little unexpectedly from the chairman of the Midland 
Bank. The cautious “inference that inflationary forces have not been 
decisively overcome ”’ is supported, Lord Harlech remarks, ‘* by the course of 
affairs on the stock exchange ”’. 

It is arguable that the reduction of Bank rate in the spring may have 
furthered an undue rise in prices of equity investments to a level at which 
they heavily discount the prospects of continued high activity in industry 
and trade, a further growth of business profits and larger distributions 
therefrom. 

Lord Harlech does not go on to suggest, however, the course that monetary 
policy ought now to pursue. It would have been interesting to have heard 
the views of the bankers on this, and especially on the difficult but funda- 
mental question whether monetary measures could and should take over 
from the budget a greater share of the responsibility for disinflationary action, 
and so make way for more liberal tax concessions. Nor do the bankers give 
their opinion upon the immediate question of the disinflationary worth of the 
rise in short money rates. Several of them are obviously disturbed at the 
growth of hire purchase, but the nearest approach to comment on these 
themes is the remark by Lord Aldenham, of the Westminster, that “a rise 
in Bank rate would seem to me much less undesirable than inflation ”’. 

This opinion was voiced, however, in a long-term context. Like several 
of his brother-chairmen, Lord Aldenham is concerned at the spread of the 
idea that a mild annual dose of inflation is no bad thing and may, indeed, 
be the price that has to be paid for full production. The most fully reasoned 
attack on this notion came from Mr. Robarts, who pointed out that, unless 
other countries are inflating equally, there will be constant strain on the 
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balance of payments, that the cost of social services will rise and threaten 
the solvency of the national insurance scheme or the budget, that the savings 
habit will be undermined and, finally, that— 

it presupposes a yearly battle for increased wages always fought and lost on 

the issue of trying to restore the standards of the workers, instead of that 

of raising productivity. 
This ‘‘ piles fuel on the fires of inflation “’; the recently averted rail stoppage, 
Mr. Robarts remarks, exposed the problem in its most acute form. 

To these warnings about the drift to inflation several of the bankers add 
specific doubts about the future competitiveness of exports. Sir Eric Car- 
penter, of Williams Deacon’s, emphasized that shipbuilders are facing severe 
competition from the Continent and may feel the pinch when their arrears of 
orders are worked off; while the cotton trade is ‘““ much concerned ”’ about 
Japanese and Indian competition. Such doubts as these go far to explain 
the bankers’ relief—it seems to be now a general relief—that there has been 
no sudden plunge into full convertibility, though there is satisfaction at the 
progress along the road. 

The problem of the burden of taxation, especially upon initiative and 
savings, is, of course, again a major theme in the bankers’ analyses, and the 
fact that the economy is at full stretch does not seem to have blunted hopes 
of well-chosen reliefs next April. Mr. Tuke does indeed remark that the 
‘“ good’ budget so confidently anticipated might prove to be a “ mirage ”’; 
but, at the other extreme of opinion, light-hearted Mr. Bibby feels that “ all 
the omens are favourable for the Chancellor, in his next budget, to restore the 
incentives that would carry the country to an even higher level of prosperity ”’. 
Between these extremes there are a number of specific hopes—Mr. Robarts’ 
plea for changes to ensure that no part of any income is taxed at more than 
15s. in the f, and for a raising of the starting-point for surtax; Sir Eric 
Carpenter’s plea that the limit on earned income allowance should also be 
raised; and Lord Aldenham’s appeal for ‘‘ more encouragement to those com- 
panies and individuals who do make the effort to save ’’. Sir Thomas Barlow 
is less specific, but considers that “‘ ungenerous relaxations ’’ might mean loss 
of opportunities in production and re-equipment. He records, but does not 
discuss, the fact that the monetary mechanism Is available to check inflation; 
that being so, “‘ judicious concessions should invigorate without overstraining 
the economy ”’. 





Rejoinder to the Critics 


Several of the chairmen have this year devoted much of their statements 
to a reply to recent criticisms of the banks—notably that their organization 
is not abreast of the most modern techniques and that lending policies are 
overcautious. Mr. Tuke directs his -fire upon the second charge and Lord 
Harlech upon the first. Sir Oliver Franks may or may not have had the 
critics in mind when preparing his detailed survey of the “ far-reaching 
changes that have been going on beneath the surface of our banking life ” 
and his demonstration of how extensive the adaptation has been; but his 
account, if read as widely as it deserves to be, will do much to stop uninformed 
criticism at its source. 
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The champion of the banks as up-to-the-minute organizations is appro- 
priately Lord Harlech, for the Midland Bank was a pioneer in the mechaniza- 
tion of commerce. He now explains that machine-posting of ledgers combined 
with customers’ statements, introduced by the Midland in 1928, and now 
much extended and improved, will eventually extend to even the smallest 
branches, completely displacing hand-posting. Side by side with this basic 
process of mechanization has gone a constant search for useful aids to more 
specialized tasks—calculating machines, high-speed note-counting machines, 
coin-counters, precision scales, addressing and postal franking machines, and 
some intriguing uses of micro-photography (first employed in the bank twenty 
years ago) and of the punched card system. The Midland, Lord Harlech 
affirms, will be ready to adopt “ quite new methods ”’, electronic ones for 
example, when enquiry and “ perhaps pilot experiment ’’ show that they are 
likely to be economic. 

Mr. Tuke’s ripost on lending policy emphasizes first a fact about British 
banking that is not always understood, especially abroad, that there is com- 
pletely free competition in this field. The further fact, that there now exists 
a governmental Capital Issues Committee, and also an informal control over 
the direction of bank advances, is regarded by some as a “ diabolical inter- 
ference with free enterprise ’’; but, to “ give the devil his due ’’, the directives 
to this Committee are not now “ very readily distinguishable from the doc- 
trines of sound banking as laid down in the textbooks . . . of past generations ”’. 
That seems to make the final case for scrapping the C.I.C.—strictly on con- 
dition, of course, that the bankers re-read those textbooks. Mr. Tuke’s 
second point is that, in appropriate cases, the banks are “ very willing ”’ to 
make unsecured advances—to businesses, including tenant farmers, but only 
rarely to salaried individuals. He is sure that the “ carrot of profit and the 
stick of competition ’’ will ensure that the customer gets all the credit that 
his financial position justifies “‘ and sometimes perhaps a little more ” 

A similar point emerges from Sir Oliver Franks’ survey, when he remarks 
upon the increase in risks involved in the swing since 1938 from personal to 
industrial lending; the share of personal in total advances of Lloyds Bank has 
dropped by half while that of the heavy industries has grown threefold and 
of agriculture by two-thirds—loans that are often made on “ nothing more 
tangible than an assessment of a balance sheet’. Sir Oliver also tells briefly 
a story similar to Lord Harlech’s: although the bank’s monetary turnover has 
quadrupled since 1938 and the number of transactions handled has risen by 
‘“ considerably more than half ’’, the male staff is smaller than before the war 
—because of mechanization and the (partly) associated increase in female 
staff, now almost as large as the male staff. In consequence, “‘ at least one 
in three ’’ of new male recruits “ will henceforth be required for management ” 
—an astonishing change of high importance for the salary problem discussed 
in the article on page 100. In that context, Sir Oliver discloses that staff 
costs (presumably including pension charges) represent three-quarters of total 
outgoings. Especially instructive is his analysis of the effect upon earnings 
of the changing distribution of assets and of the trend of prices and interest 
rates during these past sixteen years. This analysis deserves to be studied 
by every bank shareholder and every member of the banks’ staffs—and by 
the critics. 
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The Price of Rail Peace 
By J. E. Hartshorn 


The Nation has provided by statute that there shall be a nationalized 
system of railway transport, which must therefore be regarded as a public 
utility of the first importance. Having willed the end, the Nation must 
will the means. This implies that the employees of such a service should 
yeceive a fair and adequate wage and that, in broad terms, the railwayman 
should be tn no worse case than his colleague in a comparable industry.— 
Interim report of a Court of Inquiry into a Dispute between the British 
Transport Commission and the National Union of Railwaymen, January, 
1955. 

The power to make profits in a nationally owned industry cannot be 
the decisive factor in settling the conditions of labour and wages in such 
industries. That in general wages and hours should be a function of output 
I am not concerned to deny; but it is equally essential that there should be 
a minimum standard of living and a maximum number of working hours in 
the day as well as an annual holiday with pay for all workers in the industry, 
even tf the result of conceding this means a subsidy to the industry from 
the national exchequer.—Harold J. Laski, Trades Unions in the New 
Society, 1950. 


ROM the two quotations above, which express broadly the same extreme 
F point of view, it might be tempting to trace the parentage of the Court of 

Inquiry’s staggering new rules for running a nationalized railway. But in 
doing so, it would be only fair to the late Professor Laski to say that his own 
argument, acceptable or not, was more cautious, qualified and clearly ex- 
pressed. It is the Court of Inquiry’s dictum that displays the more usual 
characteristics of doctrinaire argument: vague, woolly thinking, the appeal to 
principles specially invented for the purpose, and deliberately emotive language. 
Few people would ever have been likely to accept this argument, hedged or not, 
from Professor Laski. The mystery of the railway settlement of January, 
1955, is not merely that a Conservative Government that will soon have votes 
to catch should have accepted it in a more fatuous version. It 1s also that this 
unsupported assertion of a wholly dangerous principle, produced after a few 
days’ deliberation by a three-man committee, should have been swallowed 
whole by perhaps a majority of what is called “‘ informed opinion” and 
defended in detail by some of their number. It is easy to ask why. There is 
perhaps no one answer—though one wonders whether certain acute foreign 
social historians will not already be docketing the phenomenon neatly into 
generalizations about the changing climate of British opinion since the war. 

Immediately, of course, the court’s interim report produced the reaction 
of relief. A way had been contrived to avoid having a railway strike, a way 
worthy of Sir Walter Monckton himself, that prince of “ fixers’. Provided 
that he could accept it, which he promptly did, the inconvenience of a stoppage 
could be averted. Both sides had duly been admonished, the union because 
it broke its agreements and the Transport Commission because . . . well, 
because it mentioned that it could not afford these extra wages when it was 
proposing to afford other considerable expenses. Stretched hard enough, that 
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could be called “ undesirable "’ and “‘ unsound’; the spanking could be ad- 
ministered impartially before both parties were told to sit down again and settle 
the wage claim. Everyone would get to the office on Monday morning; the 
wagons would arrive to move the country’s coal; and industry would not be 
forced into inconvenient and uneconomic expedients in emergency transport 
during the few weeks before it too might be brought to a stop. 

This general argument, or feeling, that “‘ the nation cannot afford a railway 
strike in midwinter’”’ has been attacked in some: quarters as “‘ defeatism ”, 
which may be unrealistic. In examining the likely alternative, admittedly, one 
can only conjecture. It may be that the railwaymen would inevitably have 
“won ”’ the strike—or would have been allowed to appear to have won it— 
had it taken place. The Transport Commission might have had to concede 
not much less in terms of wages—though it might well have been able to exact 
rather more specific and binding undertakings about efficiency and redundancy 
from the National Union of Railwaymen. Wage disputes to-day contain a 
huge element of appeal to the tribunal of popular sentiment—and for a time 
at least the fairly widespread sympathy with men who do receive such small 
wages would perhaps have outweighed irritation with their decision to paralyze 
the economy. 

If such had been the outcome of an actual strike—or as has happened 
without one—the Transport Commission would have been thrown deeper into 
deficit. The cost of the wage increases that it conceded last year—which the 
railwaymen had continued to pocket whilst proposing to strike against the 
settlement that awarded them—had already put it into the red for 1954 by an 
estimated £15 millions. Last month’s concessions, on top of a full year of the 
others, would probably mean a 1955 deficit of £30-£35 millions if no balancing 
increases occurred in the Commission’s revenue. And from earlier years it had 
already an accumulated deficit of £27 millions. Without action to reduce it, 
that deficit could reach £80 millions by the end of this year; and Sir Brian 
Robertson made it clear that he did not intend to take action to reduce at any 
rate this last addition to it. ‘‘ Where the money comes from ”’, he said bluntly, 
“is not our business’; for had not Sir Walter Monckton, according to Mr. 
Campbell, ‘“ told us ‘ The money will be there *.’’? 

Whatever its intentions, the Commission is not, in fact, powerless to reduce 
this deficit. Setting on one side the possibilities of increased efficiency, with 
or without vast capital investment, it need only be said that the railways do 
possess throughout large sections of their business a considerable degree of 
monopoly, where customers have no real alternative to railway transport. 
The railways are statutorily restrained from exercising this monopoly fully, 
but they have recently been given rather greater freedom to exercise it. 

The Transport Commission’s latest freight charges scheme, which is at 
present being argued over with its industrial customers, was designed speci- 
fically ‘‘ not to bring about any general increase in freight revenues ’’; but it 
is a system of maximum charges and individual bargaining below them, and 
obviously it could be used to mulct some general increase. Again, the Com- 
mission now has power to make immediate increases of 10 per cent. in its 
passenger fares when it considers its financial position makes this imperative, 
and to justify the increase later to the fares tribunal. Its freight and passenger 
revenue from the railways, in 1953, amounted to about {£420 millions; an 
attempt to raise an extra {40 millions or so and thus to balance its books for 
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1955 at least, however unpalatable to the consumer, is not demonstrably 
beyond its powers. Obviously, there are fringes of their business where the 
railways could price themselves out of their market; but that is a question of 
pricing tactics. Moreover, the Transport Commission might fear that the 
Government, being almost as tender of the railway consumer as it is of the 
railway worker, might hamstring efforts to make the consumer pay the price 
of his transport—there are some dubious ‘precedents in the past. But the 
Commission has no right to assume that; and its legal duty to make these 
efforts is clear—or was until January 3. 

It seems reasonable, therefore, to distinguish the immediate effect of the 
Court of Inquiry’s report—the wage settlement, good or bad—from the remark- 
able principle it enunciated to justify it: this principle, and its effectively 
complete adoption by the Government, would seem to have been gratuitous 
as well as pernicious. But it was set forth, and accepted. By the time this 
article is through the press attempts will have been made in the final report, 
and by the Government, to patch up and explain away both decisions; but 
the damage is done. A labour official of the National Coal Board, on the day 
that the railway settlement was reached, folded his copy of the report and 
said, ‘‘ Well, I suppose this will be in my pocket for ever ’’; which perhaps 
fairly symbolizes the implications that it must have for all wage negotiations 
in nationalized industries from now on. But that does not measure the whole 
damage that may have been done. The full implications of this new doctrine, 
and of the quite supine acceptance it has had from many people who ought to 
know better, go wider even than the nationalized industries. 

The “‘ break-even principle ’’ written into the post-war nationalization Acts 
has often incurred criticism, some of it justified. It makes, inevitably. for 
pricing on the basis of average costs, and this has been criticized by certain 
economists who argue that revenue should cover marginal costs if demand for 
these nationalized products is not to be distorted. More generally, it has been 
questioned whether balanced accounts, for statutory monopolies, signify 
efficiency or merely power to raise prices. The vague provisions that enjoin 
the public corporations to break even “‘ on an average of good and bad years ”’ 
or ‘‘ taking one year with another ”’ have never properly been defined. But it is 
worth recalling that the Socialist ministers who prepared and introduced the 
nationalization Acts laid emphasis, in general, upon balancing these accounts 
each year wherever possible; the vague periods of “ one year with another ” 
were introduced merely to absolve State managers when suddenly beset by 
circumstances they could not control. And it is clear that this “‘ Morrisonian ” 
concept of nationalization provided at least some links, however tenuous, 
between the management of these nationalized monopolies and the ordinary 
commercial rules of running a business. The doctrine of the Court of Inquiry 
—that the state of the Transport Commission’s finances could not be admitted 
as relevant in giving the railwaymen wages that are “fair, adequate and 
comparable *’—would explicitly destroy those links. 

This severance of the logical connection between an industry's power to 
pay and what it does pay has gained some support upon the grounds that the 
Transport Commission, whatever its situation, must pay “‘ the market price 
for labour’”’. That argument, in other circumstances, would have weight, 
though its implications are not simple; in the particular case in point it is 
irrelevant. Opinions may differ about the number of superfluous men with 
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which the railways are saddled—would it be Io per cent., or even more?— 
but few people would disagree that they have many more than they need for 
efficient operation. The railways are paying less than the average market price 
for labour because through restrictive practices and bad management they are 
not in a condition to pay it. If some railwaymen were to seek this market 
price elsewhere, and feather-bedding were reduced, a more efficient railway 
system might well be able to pay the market price to such employees as would 
earn it. In more normal circumstances, it can broadly be said that the 
nationalized industries pay the market price for their labour—to an extent 
modified by their own monopoly situation and the countervailing strength of 
the unions that bargain with them. 

In its own arguments, which were to prove so successful before the Court of 
Inquiry, the National Union of Railwaymen made considerable play with the 
burden of capital charges upon the Commission and the need to take “‘strategic’”’ 
obligations for uneconomic lines off the railway accounts. These are, in fact, 
insignificant arguments: the burden of fixed charges on the railways is less, 
not more, than in pre-war years; such relief as might conceivably be justified 
for canals or “ strategic’’ lines would amount to at most a few million 
pounds a year; and though the Commission’s accumulated deficit includes 
perhaps £20 millions for redemption of capital, this extra provision would by no 
means offset the fact that it has been providing inadequate depreciation for 
replacement at current costs. The union was arguing its own partisan Case; 
nevertheless, its more responsible leaders, and those of the other unions that 
deal with the State industries, may come to regard the Court of Inquiry’s 
complete cutting of the financial painter with somewhat mixed feelings. It is 
not going to be easy for them to moderate the demands of their extremists 
from now on. 

Nor is it easy to surmise how this breach in the whole structure of national- 
ization as accepted by both parties in Britain can be repaired, or even papered 
over. That is a task for the Government—which is likely to prefer to boast 
quite irrelevantly about the great savings that may flow at some time or other 
from investing some {£1,200 millions in an industry whose management it has 
just instructed to disregard elementary commercial considerations. But this 
whole sorry abdication of responsibility—-and the way it gained general, even 
grateful, acceptance—ought to prompt some wider misgivings. In private 
industry, too—and in finance—there is a growing tendency to demand that 
financial rewards should be determined in accordance with vaguely social, 
rather than economic, criteria: the cost of living, the value of money, what 
someone in a trade or profession ‘‘ could have expected to get before the war ” 
(though not many professions have been able to exact a Danckwerts award), 
what one’s “ colleague in a comparable industry ”’ is able to get. This gradual 
acceptance of what might be called Civil Service comparisons, explicit or 
implicit, may draw some of its strength from the overriding value placed on 
security among an ageing people, and the low value placed upon mobility— 
going to get the job where they can pay what you want-—in the comfortable 
pattern of the Welfare State. It derives some support from the illiteracy that 
holds it unfair that anyone should ever be—or stay—-below the average. No 
attitude is more inimical to economic progress; and the dismal achievement of 
the railway Court of Inquiry is perhaps to have formulated, and to have evoked 
a frighteningly wide acceptance of, this recipe for stagnation. 
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New Look at Sterling Balances 


place in the international position of sterling in the past few years is the 


be 


A pisce i the most impressive testimonials to the recovery that has taken 


fact that for many countries the “‘ problem ”’ of the sterling balances is 
nowadays one of shortage and no longer excess. The size of Britain’s total 
sterling liabilities is indeed actually larger than it was immediately after the 
war; but it no longer acts as a deadweight on exchange policy, and has lost 
the urgency it assumed in the not so distant past. The level of the sterling 
balances is just occasionally mentioned in the tally of arguments adduced by 
those who want to postpone or avoid altogether the full convertibility of 
sterling; and a few eyebrows are still raised when the half-yearly statistics on 
these balances are published. But by and large the sterling balances fail to 
receive the attention that might be expected of a £4,000 millions topic. 

There is, indeed, a certain justification for the contempt that familiarity 
has bred in this sphere. The level of the sterling balances has in fact been 
an active influence on world confidence in sterling only when suddenly flashed 
across the screen before an audience taken unawares. The first illustration 
was given twenty-five years ago—on the publication of the report of the 
Macmillian Committee in the summer of 1931. Here for the first time was 
projected a figure of the short-term overseas claims on the London market. 
It was put at £407 millions, as against a gold reserve then standing at {150 
millions. The juxtaposition of the two figures had as much to do with the 
timing of the suspension of the gold standard in the following September as 
had the notorious “‘ mutiny ”’ of Invergordon. 

After the war came a still more invidious comparison. Suddenly it was 
discovered that Britain’s net external banking liabilities, which had amounted 
to the quite reasonable figure of £760 millions in August, 1938, and had been 
reduced to £476 millions by August, 1939 (owing to understandable withdrawals 
of sterling assets by foreign bankers and individuals), had leapt to over £3,000 
millions by June 30, 1945. Meanwhile the gold reserves had fallen from {864 
millions in August, 1938, to £453 millions. Here was the most telling measure of 
the degree to which Britain had borne the burden of financing the campaigns 
overseas. It led to a momentary outburst of indignation, fed by the informed 
comments of the discarded ministers of the Coalition Government—who were 
not reticent in expounding the theme that it had been their intention, after the 
end of hostilities, to hold what Mr. Winston Churchill (as he was then) had called 
a ‘“‘ grand assizes’’ of the Commonwealth and interested nations that would 
make some attempt to apportion this financial burden in some more equitable 
manner than the haphazard method of pay-as-you-go by the country that was 
called upon to meet the immediate bills. 

The opportunity for such a settlement, if it ever existed, was missed in 
the immediate post-war months. It was probably missed by reason of the fact 
that in this period the major political problem facing Britain and the Common- 
wealth was the amicable withdrawal from India. India happened to be the 
major war-created sterling creditor, holding £1,138 millions, constituting more 
than one-third of the total sterling.balances. It seemed at the time to be repug- 
nant to the architects of the new Asian dominions to appear to be selling 
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independent status and the withdrawal of the British administration for some 
concurrent attempt to write off debts accumulated, seemingly without reserva- 
tions, during the war. And what was not done with the largest creditor could 
be done with none other—though Australia and New Zealand both made small 
voluntary cancellations of their claims on Britain. The prophecy then made 
that Britain would be paying war reparations to its friends and allies long after 
the vanquished had settled their dues was in the event realized with a 
vengeance. The United States, however, was so convinced of the logic and 
justice of some cancellation of these debts that it insisted on incorporating at 
least the intention of entering into negotiations to that end in the Anglo- 
American financial loan agreement of 1946. 


STERLING COLLAPSE—AND STERLING AGREEMENTS 

Some immobilization of the vast amount of sterling then available at call to 
overseas holders was an obvious condition of proceeding to another item in this 
agreement, namely, the convertibility of sterling within twelve months of its 
coming into force. The fact that only a quite ineffectual distinction was laid 
between sterling that was or had been currently earned and that accruing on 
capital account was one of the reasons—though not the only and probably not 
the most important one—for the complete and rapid failure of the premature 
restoration of convertibility in the summer of 1947. The huge and newly con- 
vertible balances fed some of the abnormal demand for dollars and were 
partly responsible for the slump in world confidence in sterling that was so 
instrumental a factor in the five-week fiasco. This does not mean, however, 
that an all-embracing tidy, homogeneous plan for writing down the sterling 
balances, such as was propounded by the United States in the course of the 
1945 negotiations, would have been either practicable or desirable. The 
suggested blocking of all balances accumulated prior to a given date and their 
partial freeing after negotiations would have dealt a crippling blow to the large 
part of world trade that was even then transacted in sterling. 

The first and essential step in the achievement of a measure of order in 
Britain’s sterling liabilities was the attempt to immobilize by agreement the 
more dangerous and potentially volatile of the balances. This involved, in 
effect, a segregation of the sterling area club into two types of members, namely, 
those who could be trusted to deal with their sterling balances with all the 
restraint that the hardness of the dollar and the softness of sterling required at 
the time, and the others. The required immobilization was secured by agree- 
ments such as that made with Egypt, which at the time was still a member of 
the sterling area. Its sterling balances were divided into No. 1 and No. 2 
accounts. The first constituted the working balances available without any 
restrictions to meet current payments to other parts of the sterling area, and to 
secure foreign currencies, including dollars, from the sterling area pool in 
respect of any transactions authorized by the responsible import licensing 
authorities in the countries concerned. In some cases, including that of Egypt, 
the maximum allocation of sterling to purchase hard currencies from the pool 
was specified. The bulk of the accumulated sterling balances were placed in the 
No. 2 accounts, which were immobilized save for agreed periodic transfers to 
the No. I account. 

These agreements initially negotiated in the autumn of 1947 have since 
been renewed. In 1951 the agreements with India, Pakistan and Ceylon were 
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amended and given a flexibility more in keeping with the increased strength of 
sterling and also with these countries’ proved administrative responsibility and 
competence. In the case of the agreement with Pakistan, for example (a fair 
sample of those negotiated in 1951), it was provided that an immediate sum of 
£30 millions should be transferred from No. 2 to No. 1 account. This sum was 
regarded by the Government of Pakistan as a minimum currency reserve, and 
assurances were given that the Government had no intention of drawing on it. 
If, however, the necessity for such withdrawals arose there would first be 
consultations with the United Kingdom. This agreement also provided that 
gold to the value of {4 millions be sold to Pakistan to constitute the independent 
metallic reserve that it wished to hold as part of the backing to the note issue. 
Finally, the agreement provided for annual releases of sterling from the No. 2 
account to help to finance economic development during the six years of the 
Colombo Plan. These releases were fixed at the rate of {£4 millions a year, 
though it was agreed that the sum might be increased if, after consultation 
between the two governments, it was decided that essential capital needs 
required it. The agreements with India and Ceylon followed very much the 
same lines and, in effect, it can be said that since 1951 the segregation of these 
particular sterling balances between No. 1 and No. 2 accounts has been much 
more formal than real. To-day the distinction can be regarded as little more 
than a relic of the days when sterling was so weak and the reserves so small that 
some immobilization of these balances had to be secured to inspire greater 
confidence in sterling. 

The arrangements covering the use of the sterling holdings of West 
European countries (which had been particularly troublesome in the 1947 
crisis) were consolidated in 1950 as part of the agreement establishing the 
European Payments Union. It was agreed that accumulated holdings of 
sterling might be used for payments through the E.P.U. clearing by any 
country that was in cumulative deficit in the books of the Union with the 
United Kingdom. Claims on the United Kingdom made through this procedure 
have been orderly, and at June 30, 1954—that is, before the bilateral funding 
of the bulk of Britain’s overdraft with E.P.U.—the total sterling holding of all 
E.P.U. members save Portugal still stood at £220 millions. 


RECOVERY IN STERLING BALANCE SHEET 

The main reason for the demise of the problem of the sterling balances 
should be apparent from Table I. The total of those balances at the last 
official count, on June 30, 1954, was indeed quite considerably larger than nine 
years earlier—at {3,800 millions against £3,200 millions. Yet the significance 
of the liabilities was immeasurably smaller. In the first place the increase was 
wholly in balances owned by other sterling countries—for the most part the 
colonies. At June 30, 1954, these balances totalled £3,053 millions, compared 
with £2,298 millions in mid-1945, the peak of £3,100 millions in June, 1951, 
and the low point of £2,555 millions a year later. Sterling holdings of non- 
sterling countries, which totalled {902 millions in 1945, fell, after rising to 
£1,068 millions by mid-1951, to £770 millions by June 30 last year.* 








__*A strict comparison with earlier years must take into account also certain changes in 
liabilities to non-territorial organizations. The most significant distortion is caused by the 
establishment of the European Payments Union in 1950. At June 30, 1954, Britain’s net indebted- 
ness to the Union stood at £175 millions. 
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In the second place, the weight of sterling liabilities was greatly reduced 
by the greatly increased reserve of gold and dollars. In terms of sterling (and 
since the liabilities side of the account is expressed in sterling it is here correct 
so to express sterling assets) the reserve rose from £453 millions at mid-1945 
to {1,078 millions at mid-1954. This still amounted indeed to only a fraction of 
the total sterling balances—though it was comfortably in excess of holdings 
of non-sterling countries. But a straight comparison on these lines is, in fact, 
quite meaningless, as it sets the total of liabilities against the merely quick 
assets. Sterling balances are held in part as working balances for use in financial 
and merchanting transactions in Britain; Britain correspondingly maintains 
short-term assets in foreign banks overseas, though by reason of sterling’s 
position as an international currency to a considerably smaller extent. As 
sterling has grown stronger and the uses to which it can be put have been 
extended with the relaxations in exchange control and the reopening of the 
foreign exchange, bullion and great commodity markets, so the portion of the 
sterling balances held from choice rather than obligation has increased. The 


TABLE I 
STERLING BALANCES AND GOLD RESERVES 
June 30, Dec. 31, June 30, Dec. 31, Dec. 31, Dec. 31, June 30, 





1945 1950 1951T 1951 1952 1953 1954 

Sterling countries :* £ millions 
U.K. Colonies se 670 735 908 930 1,034 [,103 1,189 
Other / area .. ee 1,628 1,999 2,192 1,863 1,645 1,832 1,864 
Non-sterling countries .. QO2 1,01! 1,068 1,018 755 773 770 

Total sterling liabilities 

to all countries Ke 3,200 3,745 4,168 3,511 3,437 3,708 3,823 

$ millions 
U.K. Gold and Dollar J 1,825 3, 300 3,867 = 2,335 1,846 2,518 3,017 

Reserve £ millions? 
453 1,175 1,331 834 659 S9G9 1,078 


* India, Pakistan and Ceylon classified as ‘‘ other sterling area ’’ throughout. Egypt included 
in non-sterling countries throughout. 

+ Published post-war peak of sterling balances. 
t Figure for 1945 converted at {1 = $4.03; all others at £1 = $2.50. 
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upshot is that to-day it is safe to say that the great bulk of the balances, how- 
ever freely they were disposable, would not, in fact, constitute a threat to the 
reserves—short of a catastrophic failure of world confidence in sterling. Finally, 
the rise in the total of sterling balances since 1945 has to be set against the 
immeasurably greater rise in world prices and Britain’s earning capacity. In 
1946 foreign currency receipts from exports and income from services reached 
£1,538 millions; in 1954 the equivalent figure was £3,766 millions. 

Just because sterling balances are held for a whole complex of reasons, it Is 
particularly unsatisfactory to consider these balances in the aggregate. The 
‘‘ problem ”’ balances were from the first limited to a relatively small number of 
countries. The authorities, not unreasonably, have always refused to disclose 
the ownership of the balances, beyond a broad breakdown by currency areas. 
But the sterling holdings of indivrdual countries in mid-1945 are, in fact, avail- 
able in full, if from a surprising source—a committee of the U.S. House of 
Representatives. The figures for mid-1954 presented in Table II have been 
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compiled on a country-by-country basis—in certain cases from disclosures by 
the central banks or finance ministries concerned. 

This table shows clearly that the monster balances of 1945 have been 
reduced to well manageable proportions. In the case of India and Pakistan 
the need for immobilization has, in effect, disappeared. In each of these 
countries the sterling balances available at the time of partition have been 
considerably reduced; by mid-1954 the holding of around £550 millions of 
India was little more than adequate to meet requirements for currency reserves 
and working balances, whilst the £90 millions left to Pakistan was quite in- 
adequate to serve these two objects. 

The only country with which the blocking arrangements have not been 
viven flexibility comparable with that enjoyed by the Asian dominions is Egypt, 
the second largest holder in 1945. In 1951, however, an agreement was made by 
which the £230 millions then in the No. 2 account was to be gradually freed 


TABLE II 
PRINCIPAL STERLING HOLDINGS 


(¢ millions) 


June 30, June 30, 
Sterling countries : 1945* 1954T 
0 \ os és i“ “s -« 8,858 J 550 
Pakistan f{ 90 
Australia ee a “a as 7 115 405 
New Zealand .. ia ea “e ‘a 03 120 
South Africa = _ = ee ee 33 50 
Ceylon .. i - ae > Ks OS 50 
West Africa - - a - ee 93 400 
East and Central Africa - e - I 33 260 
Malaya .. - - én v6 87 300 
Hong Kong - ‘a a sin v 33 120 
Burma .. ~ -“ a : 05 
Iraq ¥% Va - 9 . es 70 70 
Eire es - ‘a és da i 175 190 
Non-sterling countries : 
Egypt and Sudan - * + i 402 180 
Argentina i i oa - ea 86 15 
Portugal. . a - - a on zo 85 
Other Western European countries .. i [60 220 
Japan... : —- 30 


* As published by report of Committee on Post-war Economic Policy and Planning, 1945 (the 
Colmer Committee) of the U.S. House of Representatives. 
* Estimated. 


and transferred to the No. 1 account. In that vear a special transfer of £30 
millions was sanctioned and in each of the subsequent vears {15 millions has 
been transferred from the No. 2 to the No. 1 account. As a result of these 
transfers the total of the Egyptian balances, which at the end of the war 
amounted to just over £400 millions, had by mid-1954 fallen to about {£180 
millions, and has since been further reduced to around £165 millions, of which 
some £140 millions is now in the immobilized No. 2 account. This is regarded as 
a barely adequate reserve for the note circulation. 

The unwieldy balances of the early post-war vears have thus been reduced 
to a reasonable scale. Present-day problems of sterling balances are indeed 
much less those of excessive size than of inadequacy and undue fluctuation. 
Perhaps most volatile of all sterling holdings in the post-war period have been 
those of Australia. At the end of the war the London balances of the Common- 
wealth Bank and of the trading banks amounted to {118 millions. They 
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reached a peak of well over {600 millions as a result of the post-Korean boom 
in wool prices in 1951, but then slumped equally dramatically and had to be 
defended in 1952-53 by drastic restrictions of imports from sterling as well as 
non-sterling countries. There was later some recovery, carrying the total 
to just over {400 millions in mid-1954, but since then there has been an alarming 
further decline, which last autumn caused the Australian authorities to reverse 
their progress towards the liberalization of trade from the restrictions imposed 
InN 1952-53. 
WHERE STERLING IS HARD 

Another exceptionally volatile holding of sterling has been that of Japan. 
Starting from negligible figures in the immediate post-war period Japan’s 
sterling balance rose to over £100 millions in 1952. It then dipped as suddenly 
and in order to maintain essential working balances the authorities were called 
upon to resort to various emergency devices. These included dollar swap 
transactions (the borrowing of sterling against the security of dollars), the 
raising of short-term credits in the London market and, as a last resort, 
purchases of sterling from the International Monetary Fund. In 1954, however, 
Japanese sterling balances began to build up again following a new trade and 
payments agreement and by the end of 1954 had risen to £40 millions. This 
provides another illustration of the correction of a position in which sterling 
was undesirably abundant to one in which it has become barely adequate or 
actually scarce. 

For a number of countries the sterling shortage in recent years has been so 
acute that they have defaulted on payments for past exports from Britain, 
so that the current flow of British exports has all but dried up. Most prominent 
among these have been Brazil and Turkey (but see the recent agreement on 
the repayment of commercial arrears, reported on page 120). Argentina be- 
longs to the category of countries for which the sterling problem has changed 
from abundance to scarcity. The Argentine balances totalled some £86 millions 
at the end of the war, but were rapidly dissipated—partly by the Peron- 
Miranda economic policy that denuded the exchange producing primary in- 
dustries for the sake of the secondary industries, but more directly as a result 
of the purchase of the British-owned railways. As a result Argentina has for 
some time been scraping the bottom of its sterling barrel and in the middle of 
last year appeared to have in its accounts no more than about £15 millions. 
The figure may have increased slightly since then, but is still at a level that 
indicates that for Argentina sterling is a decidedly hard currency. 

A rather special problem has been presented by the sterling holdings of 
Portugal, which amounted to nearly £80 millions at the end of the war. The 
rise in the Portuguese holdings in the war was accounted for mainly by large 
purchases of wolfram by Britain, and on account of the strategic importance 
of these supplies the U.K. authorities agreed to attach a gold clause to the 
sterling agreement. The text of this agreement was never published, but it is 
known to have perpetuated this clause. By 1949 the balances had run down 
to about {60 millions, but as a result of the devaluation of sterling of that year, 
and in accordance with the gold clause, the balances had to be written up to 
around £85 millions, a level around which they still remain. 

Certainly the most disturbing aspect of the recent trend in the sterling 
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balances has been the substantial and steady increase in the holdings of the 
colonies—from £670 millions immediately after the war to {1,189 millions in 
mid-1954. This expansion represents a number of influences: the increase in 
the general reserve of the colonies, the increased sterling holdings of the 
currency boards as backing against their note issues, and the increasing scale 
of colonial business and commercial enterprises, leading to larger deposits with 
United Kingdom banks. By far the most dynamic item in the colonial sterling 
funds has been the amount held on account of the marketing boards, notably 
those dealing in cocoa. At the end of 1952, the latest date for which there is 
available a detailed analysis of colonial sterling assets both by territorial 
groups and by classes of funds, these marketing boards held {145 millions, 
having nearly trebled their holdings over the previous three years. The total 
will have grown considerably since then, on account of the further net rise in the 
price of cocoa. The reserves of the marketing boards admittedly provide a 
valuable cushion to be used if the prices of commodities such as cocoa were to 
slump. There is, however, no immediate prospect of such a movement, and it is 
in many ways desirable that the marketing boards should pay to the producers 
prices that correspond more closely to those secured by the boards themselves, 
and thereby encourage greater production at just those times when it can be 
absorbed on the world market. 


WILL COLONIAL BALANCES FALL ? 

The continued growth in the sterling assets of the colonies has, in fact, 
taken the Colonial Office by surprise. It is attributable to both the high prices 
of colonial produce and to the delays in getting development schemes under way. 
But these sterling reserves available to Colonial Governments to finance long- 
term development should tend to fall now that the supply of capital goods 
is easing and that more rapid progress is being made with the implementa- 
tion of these plans. Further, part of the sterling locked up as backing for the 
note issues may soon be released for current spending, since the Colonial Office 
has intimated that a “ small part ’’ of such reserves may be permitted to be 
held in locally issued securities. It is important to note, however, that the 
recent growth in the colonial balances is in part the reflection of a contrary 
movement of long-term capital from Britain. Only in 1950 and during the 
first part of 1951 was the rise in the sterling assets of the colonies associated 
with a large payments surplus on current account. 

The general picture that emerges from a review of the sterling balances 
held on overseas account is reassuring. The United Kingdom in its role as 
international banker has been increasing its deposits and at the same time 
strengthening its cash reserve. That is indeed a healthy development. Sound 
expansion is the aim of every banker—and rising deposits are viewed with 
suspicion only when solvency is in question. The conversion of the sterling 
balances problem from the realm of the ominous and threatening to that of 
normal banking practice is due to the fact that behind the potential claims on 
Britain’s resources lies not only a strengthened gold and dollar reserve, but a 
greatly increased volume of production and export potential. Provided con- 
fidence in the banker and in his currency is not undermined, the present level of 
the sterling balances need give no cause for concern—and certainly ought not 
to be regarded as any obstacle on the road to convertibility in its wider sense. 
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Statement of Condition, December 31, 1954 





RESOURCES 
Cash and Due from Banks $883,150,007.49 
U.S. Government Securities 985,651,522.72 
U.S. Government Insured 


F.H.A. Mortgages ......... 83,600,091 .08 
State, a and Public 

BNE - cuccscacdnecsonece 169,413,998.71 
Stock ~ pee Reserve 

RIE. > git edipceiaiihichinbebindes 4,511,700.00 
Other Secursities ....cccccccccee 41 048, 465, 89 


Loans, Bills Purchased and 
Bankers’ Acceptances ... 830,056,311.02 





DIL - . isc peutenaeneanennce 17,097,825 .66 
Banking Houses ............... 16,328,171.66 
Customers’ Liability for 
DC. duscsaccssadbos 14,593,093 .23 
Accrued Interest and Other 
ENE © s6asedanncdavncsies 7,227,087.01 
$3 ,052,678,274.47 





United States Government and Other Securities carried at $127,486,098.60 are pledged to 
secure public funds and trust deposits and for other purposes as required or permitted by law. 
President: HORACE C. FLANIGAN. 

Principal Office: 55 BROAD STREET, NEW YORK. 
More than 100 Banking Offices in Greater New York. 
Member FEDERAL RESERVE SYSTEM. 
Member NEW YORK CLEARING HOUSE ASSOCIATION. 
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Case for a Divided Gold Reserve 


Reforming the Exchange Account 


By F. W. Paish 


In this contribution Professor Paish takes as his starting-point THE 
BANKER’S recent suggestions of the changes required 1f flexible money is to 
yield its best results 1n modern conditions. He focuses in particular uton 
our criticism of the mechanism of the Exchange Equalization Account, and 
now puts forward an intriguing solution that would combine the virtues of that 


mechanism with those of the gold standard. 

THE BANKER’S analysis—in the issues of September, October and 
November last—also suggested that the pattern of money rates ought to shift 
towards the classical pattern and advocated a more flexible technique on the 
part of the authorities and espectally of the commercial banks.—Ev. 


HE progressive movement towards the convertibility of sterling at a 

fixed rate of exchange, together with the restoration to monetary policy 

of some at least of the functions that it exercised before 1931, is gradually 
re-creating a system that in many respects resembles the gold standard. The 
conditions in which the system now has to operate are, however, different in 
many ways from those that existed before 1931, and still more from those 
of before 1914. To the perennial problems of the gold standard, of which 
perhaps the most important is the difficulty of reconciling the objectives of 
full employment and of a balance of international payments, there must 
therefore be added new ones arising from the particular situation in which 
this country now finds itself. 

Two at least of these new difficulties seem to be of major importance: the 
clash between the need, on the one hand, to check inflation and prevent an 
adverse balance of payments and the desirability, on the other hand, of 
minimising the cost to the Exchequer of the interest payments on the national 
debt; and the difficulty that may arise from time to time as the result of 
Britain’s enormous short-term foreign debts and in particular of her position 
as banker to the rest of the sterling area. 

The first difficulty is the result of the huge growth in the size of the 
national debt and especially of the floating and short-term debt. In 1914, with 
four-fifths of the then small national debt in the form of Consols and only a 
trifling issue of Treasury bills, the Government could afford to be indifferent 
to even very large fluctuations in interest rates. To-day, with a floating debt 
of over £5,000 millions and between £1,000 and £2,000 millions of short bonds 
maturing every year, a year’s rise of I per cent. in short-term interest rates 
would add something like £70 millions to the gross cost of the Treasury’s 
interest payments; and even though the effects of taxation and of official 
holdings would reduce the net cost very substantially, the amount remaining 
would still be large. 

The only permanent solution of this difficulty would be a reduction in the 
volume of the floating and short-term debt to the point where holders, and 
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particularly the banks, would be unwilling to see their holdings fall further 
except 1n a case of real emergency, and even then would wish to restore them 
at the earliest possible moment. In this way it might be possible to ensure 
that the banks would be obliged by any shortage of cash reserves to reduce 
their investments and advances in order to protect their liquidity ratios, 
instead of reducing their money market assets, as they can afford to do when 
their holdings of these are more than ample. Such a policy would, of course, 
need to be carried out with great skill if the risk was to be avoided of unneces- 
sarily starving the market from time to time, especially if there were large 
fluctuations in the demand for bills and bonds by overseas holders of sterling 
balances. Unless and until it is possible to carry out such a policy of lengthen- 
ing the structure of the national debt, it can only be hoped that the Treasury 
will not allow a narrow view of its own budgetary interests to affect its 
judgment about whatever action needs to be taken to keep the economy in 
balance. It may be doubted whether the present (or at any rate recent) 
technique of trying to reconcile a maximum impact on the private sector 
with a minimum interest cost to the Treasury by keeping Bank rate ineffective 
complies with this criterion. 


How SHOULD RESERVE AFFECT MONEY RATES? 

The second problem raises in an acute form a difficulty that has always 
been inherent in the operation of the gold standard. If interest rates are 
allowed to rise in response to a fall in the gold reserve, the effect is twofold 
—the higher rate attracts or recalls short-term funds from abroad and also 
tends to check internal investment (initially mainly in stocks), thus reinforcing 
the direct effect on internal incomes of an adverse balance of payments. 
When, before 1914, this country was a large short-term creditor, the power 
to recall short-term funds temporarily to this country by means of a rise in 
Bank rate was a useful one, since it enabled the Bank of England to maintain 
the status of sterling as the leading international currency on an almost 
microscopic gold reserve, much in the same way as any bank can afford to 
carry a smaller cash reserve if it has substantial loans on call. But, in the 
1920s, this power of attracting short-term funds from abroad was used not 
merely as an emergency method of reinforcing the gold reserve to meet a 
temporary and exceptional drain, but as a continued means of enabling the 
country to invest overseas on long term at a rate in excess of the favourable 
balance of payments on income account. The dangers of the resulting con- 
version of the country from a net international short-term creditor into a 
short-term debtor became manifest in 1931, when the withdrawal of foreign 
balances forced sterling off the gold standard. 

The danger of basing the monetary policy of the country on the changes 
in the size of a single gold reserve, irrespective of the cause of the changes, 
becomes still more obvious when international movements of short-term funds 
take place independently of the level of interest rates. This is true whether 
the funds move in response to political or speculative motives, as in the 
1930s, or whether, as since 1945, the movements are in the main the automatic 
effect of changes in the balances of payments of other countries in the sterling 
area. If a rise in the United Kingdom’s gold reserve accompanied by a 
corresponding rise in sterling balances is allowed to have the same effect on 
internal credit conditions as a rise due to this country’s own favourable balance 
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of payments, a crisis may very well result whenever the overseas balances 
are withdrawn. 

An excellent example of this danger is shown by the events of 1951-52. 
During the first half of 1951 the United Kingdom, on its own income and 
long-term capital accounts together, had an adverse balance of payments of 
{200 millions. The effect of this adverse balance on the gold reserve was, 
however, more than offset by a rise of £400 millions in the sterling balances 
held by overseas countries, and no action was taken to adjust the United 
Kingdom’s own balance of payments position. When, therefore, certain 
overseas countries began in the second half of the year to spend the balances 
they had accumulated earlier, a major balance of payments crisis developed, 
even though the sterling balances at the end of the year were still higher 
than they had been at its beginning, and even at their lowest point, in June, 
1952, were hardly below the level at which they had stood at the beginning 
of 1950. 

It is not unfair to compare the position of the United Kingdom in those 
years with that of some eighteenth century merchant banker, who keeps the 
cash reserves both of his bank and of his merchant business indiscriminately 
mixed up in the same strongbox. Even though he has a large net outgoing 
of cash in respect of his merchant business, his total stock of cash can con- 
tinue to rise so long as his banking customers continue to increase their 
deposits. But as soon as they begin to withdraw them, even if only for the 
purpose of normal trading transactions, his cash reserves are likely to prove 
inadequate to meet the double drain. Such a merchant banker, if he sur- 
vived, would soon discover the desirability of keeping the cash reserve of his 
bank quite separate from the till money of his merchant business. 

It does not seem altogether fanciful to suggest that there may be a case 
for this country’s adopting a similar procedure, and separating its banking 
reserves, held to meet a possible withdrawal of sterling balances, from its 
trading reserves, held to cover a possible adverse balance of payments on its 
own income and long-term capital accounts. This could be achieved by a 
combination of the traditional gold standard technique, by means of which 
movements in the balance of payments were allowed to affect the internal 
money supply, with the technique with which the Exchange Equalization 
Account was originally intended to operate, by means of which movements 
in short-term balances—and these only—were to be offset by changes in the 
Account’s gold reserves. 





COMBINING MODERN AND TRADITIONAL TECHNIQUE 


Such a combined system could be inaugurated by transferring a part of 
the Account’s gold holding to the Bank and reducing the fiduciary issue 
correspondingly. The Bank’s part of the gold reserves would then constitute 
the reserve against the note circulation, while the part retained by the Account 
would constitute the reserve for the sterling balances. Of any future gains of 
gold, the Account would retain an amount equal to the rise (if any) in the 
sterling balances, passing on the remainder, equal to the surplus on the 
United Kingdom’s own income and long-term capital accounts combined, to 
the Bank. Similarly, in the case of gold losses, the Account would part with 
gold to an amount equal to the fall in sterling balances, while the Bank would 
supply the remainder. A rise in sterling balances in excess of the rise in 
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total gold reserves would result in a transfer of gold from the Bank to the 
Account, while a fall in sterling balances in excess of the fall in the gold 
reserves would result in a transfer from the Account to the Bank. Only 
changes in the Bank’s gold holdings would affect the supply of money and 
internal credit conditions. 

Such a system could not, of course, be operated mechanically, even to the 
extent of the old gold standard. The element of conscious judgment would 
appear, for instance, not only in the original decision about how much gold 
should be transferred to the Bank, but also in the classification of capital 
movements into long-term and short-term; the decision about which move- 
ments could be regarded as seasonal or temporary and so suitable for offsetting 
within the Bank of England; the reinforcement from time to time of the 
Account’s reserve whenever the gain of gold by the Bank permitted; and 
changes upwards or downwards in the fiduciary issue. In these, and no 
doubt many other questions, there would inevitably be wide scope for the 
exercise of policy. But however great the flexibility with which such a system 
was administered, the separation of the gold reserves and the need for deciding 
and explaining the amounts added to or withdrawn from each would serve to 
direct the attention both of the authorities and of the public to the facts 
of the position sooner than might otherwise have been the case, and might 
very well help to prevent a recurrence of the difficulties into which the 


country blundered in 1951. 














“What is a good, secure investment 

for this money?” 

‘| would suggest shares in the 
Westbourne Park, which has been 
established now for 68 years.”’ 

“Is their rate of interest worth while?” 
‘Yes, very—-24%, income tax paid by the 
Society — and, what is more, there are 
no investment expenses and withdrawals 
are easy; in fact....... 











1! RECOMMEND THE 


WESTBOURNE PARK 


BUILDING SOCIETY 
TO ALL MY CLIENTS WITH CONFIDENCE. 


ASSETS £24,000,000 RESERVES £1,580,000 


WESTBOURNE PARK BUILDING SOCIETY +» WESTBOURNE GROVE + LONDON W.2 


————— 








the 
gold 
Jnly 
and 


the 
ould 
rold 
ital 
ve- 
ting 

the 
and 
no 

the 
tem 
ling 
e to 
acts 
ight 

the 





























Brazil after Vargas 


By a Special Correspondent in Brazil 


Getulio ’’ and by so doing admit, however unconsciously, to an era that 


ce 


B cetatio” an often refer to events as having taken place “in the time of 


changed much in their country and that will surely become “a turning 
point ”’ in future school histories. Getulio Vargas grasped power by force in 
1930 and wielded it until deposed by the armed forces in the latter part of 
1945. During most of that time he ruled as dictator: public opinion did 
indeed force him to accept a Congress in 1934, but by 1937 he had suppressed 
it and returned to mild totalitarian rule. This is the period usually thought 
of by Brazilians when they refer to “ the time of Getulio’’; but the social, 
political and economic trends then set into motion continued during the 
unspectacular but freely elected Dutra government (1945-50) when Vargas 
himself, though voted a Senator, wandered in the political wilderness—until 
eventually elections came round again and returned him as President on the 
popular vote to continue superficially as though nothing had happened at all. 
Then in August last this remarkable political figure took his own life rather 
than face a second and more complete deposition. 

The Vargas era in its true sense did however last only till 1945. When he 
was elected as President in 1950, Getulio Vargas was no longer the centre of 
a little world fashioned after the Axis model and likewise denominated the 
New Order, suitably adapted to Brazilian taste. Once again he had a Congress 
to contend with, a more powerful body than that of the mid-’thirties and 
fortified by a free Press. Moreover, the President’s control over the executive 
machine, including the Treasury, was far weaker than in his fifteen years of 
absolute rule. These changed circumstances begot various expedients; and 
to his previous second name, “ The Father of the Poor ’’, an irreverent journa- 
list added the words “ and Partner of the Rich’’. Otherwise Vargas did his 
best to enjoy old habits. Whenever possible, legislation was drafted to leave 
real control in Presidential hands: notably in Executive Bills designed to 
foster new economic projects. Politically he continued to divide and rule: 
an example being the appointment of a deflationary-minded Finance Minister 
alongside an inflationary-inclined president of the quasi-official Bank of Brazil, 
both men being drawn from the ranks of big business. As a result the country 
suffered financial confusion for two years—and private companies having per- 
sonal links with the Bank of Brazil enjoyed loans exceeding 1,500 million 
cruzeiros (equivalent to about {7.5 millions at present, but to more then). 
From time to time the President began to show signs of frustration. As his 
schemes grew more visionary he complained repeatedly in public of having 
his hands tied by unnamed enemies: his language deteriorated. And always 
he continued to be surrounded by the products of his former controlled regime 
in which criticism was excluded by law and at times by machine-gun. A 
number of countries, not excluding Britain, have found that overmuch control 
begets undesirable customs. Brazil was no exception. 

The record of achievement of Getulio Vargas in his twenty years of domina- 
tion of Brazil’s affairs is subject to much dispute. Admirers claim that he did 
much for the working classes; but critics argue that for so long a period of 
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power, much of it absolute, the results are relatively meagre. Undoubtedly 
the industrial workers are better off to-day than they were before the war. But 
the real advance for other urban workers is less palpable; and the living stan- 
dard of the farm labourer remains more or less as it was. The deepest changes 
that Vargas made in the Brazilian scene sprang from his nationalism and his 
mania for industrialization at all costs. By the first he started trends inimicable 
to the entry of much-needed foreign capital into Brazil; and by the second he 
overthrew the balance between agriculture, on which the country’s livelihood 
still depends, and industry, which has yet to pay its way. The effects of these 
developments are largely responsible for the deep-seated economic crisis that 
Brazil is undergoing to-day. 
THE OBSTINATE CRUZEIRO—AND THE ARREARS 

It must be confessed that nationalism has rarely been unpopular with 
most Brazilians; and that the progress of local industry is a source of pride, 
sometimes justifiable pride, to almost all of them. Economists have before 
now despaired at the rejection of healthy nostrums by people who prefer to 
remain sick from their own misguided notions. In an economy less rigidly 
controlled than that of Brazil these two attitudes might have proved less 
dangerous; but unhappily they were long tied to a stubborn decision to keep 
the exchange rate of the cruzeiro nailed to the 1939 parity—despite the fact 
that inflation had reduced the real value of the currency to less than one- 
eighth of its pre-war level. Maintenance of the 1939 rate did indeed enable 
industry to buy capital goods and raw materials at favourable terms; 
and since industrialists had the loudest voice in official policy, Brazil imported 
these desirable goods until it was heavily in debt with most of its trading 
partners. Meanwhile, however, its exports were muscle-bound by the over- 
valued official rate. The difficulty was then to know how the cruzeiro could 
be let down gently and without tears. 

In the final stages of President Dutra’s government an attempted solution 
for this problem was barter. But on his return to power, President Vargas 
declared barter to be immoral, prohibited it, and put nothing in its place. 
The influential industrialist, Sr. Horacio Lafer, who served as Finance Minister 
from the beginning of 1951 until the middle of 1953, declared himself averse to 
devaluation and nurtured deflationary hopes; but in other ways Sr. Lafer’s 
views veered far from orthodoxy. Doubtless it was he who sketched the 
country’s position for the President’s message to Congress in March, 1953: 

The position of commercial debts in arrears has not the gravity that some 
lend thereto. As examination of our imports reveals, these debts reflect 

a considerable incorporation of production potential into the economy. They 

arose from an opportune policy inspired by fear of war and by the industrial 

mobilization begun in 1951 by powerful countries, and were provoked by 
short stocks created by restrictions introduced to cover commercial arrears 
of 1949. This policy, carried to excessive lengths, was aggravated by the 
retraction of foreign markets from our exports, accentuated in turn by expec- 
tation of freedom in exchange as well as the increasing costliness of our pro- 
ducts due to [effects on internal prices caused by] barter deals and inflation. 

It should be remarked that, without a heavy and uninterrupted entry of 

productive foreign capital, difficulties with the balance of payments will be 

characteristic of the phase of economic development in which we live. 


The Finance Minister’s conviction of the need for foreign capital matches 
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oddly with his attitude to commercial debts. At the end of 1952 these debts 
totalled $423 millions in convertible currencies ($370 millions to creditors in 
the United States) and to the equivalent of more than $600 millions in in- 
convertible currencies—including over {65 millions owed to Britain. By 
May, 1953, the amount owing in convertible currencies had risen further to 
$473 millions, whilst debts to Britain and other non-dollar countries were 
prevented from rising only by the actions of these countries themselves in 
curbing their exports to Brazil. Sr. Horacio Lafer resigned from the Ministry 
of Finance shortly afterwards and his place was taken by Dr. Oswaldo Aranha, 
who had served there in a similar crisis in the ‘thirties. 


In due course the new Minister presented a plan that made the cruzeiro 
the world’s most complicated currency. The official rate was preserved for 
government transactions; the rate for purely financial transactions was freed ; 
exchange for imports was made available in five categories and auctioned in 
the market; and a part of the auction premiums was employed to subsidize 
the export rate. Many better and less elaborate plans had been suggested; 
but one important advantage of this unique one was that it freed imports 
from quantitative control, and hence stopped the flagrant abuses in the 
licensing control. ) 


The Aranha plan was capable of success as a short-term measure; but, 
especially because of its repercussions upon the internal cost of imports, it 
soon began once again to price Brazilian produce out of world markets. 
This tendency was later much accentuated by the establishment of a high 
minimum price for coffee; and sales fell drastically. Realizing its mistake on 
a most vital point, the Vargas Government introduced in August, 1954, a new 
exchange measure that had the effect of reducing coffee prices by 20 per cent. 
on the New York market; but this angered stockists who were caught un- 
awares and scared the market generally. Meanwhile, social unrest in Brazil 
had mounted. On May Day, 1954, President Vargas doubled the minimum 
wage and announced a visionary elaboration of the social insurance scheme. 
Prices naturally rose sharply and new issues of paper money in July and 
August alone increased the total fiduciary note issue (which nowadays accounts 
for about 30 per cent. of the means of payment in Brazil) by 9 per cent. This 
must have been a bitter disappointment for the Finance Minister, since in the 
face of many adverse factors he had held expansion in the means of payment 
down to 7 per cent. during the first half of 1954, compared with an increase 
of Ig per cent. during the twelve months of 1953. 


THE NEW TEAM AND ITS DIFFICULTIES 


Such was the predicament of Brazil when President Vargas shot himself 
last August, and the Vice-President of the Republic was called upon to take 
his place. Sr. Joao Café Filho, the new President, is an honest man of 
humble origin. A supporter of working-class aspirations—though not from 
the rabble-rousing Vargas standpoint—he owed his position not to friendship 
for the late President but to nomination by the latter’s political allies in the 
last election. His attitude can be gathered from a broadcast made on October 
27: “‘ The pith of every argument ever advanced by me, even in opposition, 
is that this country’s needs cannot be satisfied in a short period, or implanted 
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by decree, or imposed by one man’s will. I have always maintained that 
a task of such magnitude calls for a national effort enduring longer than one 
government and perhaps longer than one generation.” 

The new Ministry was welcomed on all sides, and in a general sense there 
has perhaps seldom been a better. To the post overshadowing all others, 
excepting only that of President, came Dr. Eugenio Gudin as Finance Minister. 
Dr. Gudin is an engineer with much experience of business management and 
also a Professor of Economics, internationally minded and of fairly liberal 
views; in 1951 he was Chairman of the Board of Governors of the International 
Monetary Fund. To the presidency of the Bank of Brazil was appointed 
a well-known banker, Sr. Mariani, who could be relied on to co-operate with 
the Finance Minister; and the important Foreign Trade Bureau was. confided 
to Sr. Ignacio Tosta Filho, well known for his energy and realism in directing 
the Cocoa Trade Commission of Bahia. Since this new government had no 
political engagements, some circles expected the early settlement of the various 
difficult questions that had plagued Brazil’s economy throughout the post-war 
years—centring on increased foreign participation in Brazilian industries and 
oil prospecting and refining, the minimum price for coffee and the external 
value of the cruzeiro. But the President of the Republic was not long in 
declaring a caretaker point of view on the grounds that his remaining seventeen 
months of office, lacking any popular mandate, could not support radical 
changes. Nevertheless some important steps in the right direction have been 
taken. 

The new government suspended Vargas’s social insurance innovations 
pending further study, but it could not put the clock back on the minimum 
wage; and the President said that, whilst he did not agree with the minimum 
price for coffee, he would not alter it. He also stated that no alteration would 
be made to legislation concerning petroleum—although it has since been 
rumoured: that a formula may be found this year within that legislation to 
ensure ample foreign assistance (which President Vargas had eschewed on 
grounds of nationalism). Both the President and his Finance Minister have 
declared their intention to attack the underlying problem of inflation. Credit 
has been restricted and efforts made to check the printing of new money. To 
critics who urge that a young country needs inflation, Dr. Gudin has replied 
that the greatest period of progress in Brazilian history was the decade before 
the first World War, in which there was a slight contraction of the fiduciary 
issue. Then a rapid pace of development was brought about mainly by foreign 
collaboration. The Minister has pointed out by way of comparison that from 
1930 until now, or during “ the time of Getulio ’’, the fiduciary issue increased 
nearly twenty times. 

Unhappily the new Minister of Finance is somewhat didactic in manner 
and lacks an adequate appreciation of personal psychology. These handicaps 
have lost him valuable sympathy and friendship, especially among powerful 
business circles; unwisely he rejected their offer to support increases of 25 
per cent. for one year in the income tax, but in the end he got less through 
Congress. Moreover, that legislative body, debating the 1955 Finance Bill in 
the heat of elections, inflated it on either side but especially on the side of 
expenditure, and voted it through with a deficit of 3,213 million cruzeiros. 
And, according to the Finance Minister, this budget, when shorn of wishful 
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accountancy and burdened by a bonus of 5,000 million cruzeiros for civil and 
military servants of the Union (proposed by the President himself, after 
strong prodding from the Army), will leave an actual deficit of fully 15,000 
millions. 

The Finance Minister has stated that he for his part proposes to check 
these inflationary tendencies by stopping all works and investments except 
those nearing completion or on absolute priority. But Brazil is a Federal 
Union in which each State conducts its own finances, quite autonomously of 
the Finance Ministry. Thus, however well the Federal Government may 
manage, a powerful State can cause trouble. A case in point is the State of 
Sao Paulo, which voted its 1955 budget with a deficit foreseen at 585 million 
cruzeiros, a deficit that will moreover almost certainly be further swollen by 
the inevitable supplementary votes. This follows years of the same sort of 
financing; at the middle of 1954 the State’s debts stood at 31,514 million cru- 
zeiros (of which crs. 25,687 millions comprise floating debt); this is little 
smaller than the Federal debt itself. Since Brazilian States cannot print 
money, their only recourse for attending to unbalanced budgets is by leaving 
debts unpaid or by issuing bonds. This naturally weakens the stock market 
and makes it harder for the Federal Government to raise money by public 
loans. 

The external position confronting the new government is no more inviting 
than the internal one. The commercial debts mentioned above are in the 
process of being funded, but the obligation to the United States alone calls 
for nearly $100 millions this year, whilst £373 millions is still outstanding to 
Britain. Exports are not balancing imports and Brazil has been obliged to 
seek further loans, principally from the banking system of the United States. 
It is, further, forced by its shortage of sterling to maintain stringent restrictions 
on imports from Britain and other sterling countries. Imports of petroleum 
are a heavy burden on the country’s exchange accounts—they constituted 
I5 per cent. of total imports during the first half of last year—and develop- 
ment of domestic supplies remains hampered by lack of foreign capital. Brazil 
has no source of foreign exchange other than exports and for the past five years 
(and for the most part for many years before that) eleven products have 
accounted for around 88 per cent. of total exports; coffee alone accounted 
for some 65 per cent. and cotton and cocoa for a further 14 per cent. Depen- 
dence on such a narrow range of prou cts naturally renders Brazil unduly 
subject to fluctuations in world markets—though in recent years the major 
hindrance to higher export earnings has in fact come from Brazil's own pricing 
policy. 

In the second half of January Brazil made a further complicated change 
in its exchange regulations. The fluctuating export bonuses have been 
replaced by a straight system of multiple rates, giving higher cruzeiro rates 
for sales in convertible currencies and sterling for each of four commodity 
groups—but not including any of the staple exports. The core of the 
country’s export problem is thus left untouched. This seems simply to 
confirm the general impression that, in the immediate future at least, little 
progress can be expected in tackling the country’s underlying problems. 
Brazil after Vargas is the Brazil that Vargas left to his successors; and these 
have declared themselves to be only trustees. 

















Too Much Credit ? 


HE year-end figures from the clearing banks will naturally be scrutinized 
ter any evidence that monetary influences are contributing unduly to the 
pressure of demand upon the economy and to the emerging symptoms of 
inflation. At first sight, they look reassuring, and more so than seemed 
likely a few months ago. Both in August and November aggregate net 
deposits were nearly £240 millions above the corresponding 1953 totals, but 
for the calendar year their increase proved to be £rs8 millions, or 3 per cent. 
This carried the aggregate to the new peak of £6,558 millions, but it was a 
smaller increase than occurred in 1953 (£216 millions, or 34 per cent.), though 
a larger one than for 1952. As several of the bank chairmen have pointed 
out, the rate of growth of deposits has been appreciably less than that of 
industrial production—and probably slightly less than that in the nation’s 
output as a whole. 
This satisfactory comparison does not, however, automatically acquit 
monetary policy and monetary influences in the widest sense from all blame 





TABLE I 
CLEARING BANK AGGREGATE FIGURES 


(4 millions) 


At December 31 Average of Months 
1935 1953 1954 1935 1953 1954 
Deposits = a os oe 2253-9 6094. 2 6941.1 2277 6257 0495 
‘Net " Deposits* .. ‘es 2188.0 6370.2 6558.4 2217 6024 6239 
Liquid Assets oe -_ aes 653.2 2459.8 2381.9 672 2202 2190 
Cash .. - ca re 243.4 541.9 571.3 241 509 528 
Call Money .. - ja 159.5 500.7 497.0 151 473 457 
‘reas ills o.2 99.0 > 
Trea ury Bills = a 250.3 f 133 £199 \ 250 1220 : 1206 
Other Bills i 114.0 f 
Investments plus Advances ina 1601.3 3982.0 4250.1 16173 3894 4125 
Investments - vs 635.0 2275.2 2352.8 637 2163 2321 
Advances. .. - - 966. 3 1706.8 1897.3 9760 1731 1804 


* After deducting items in course of collection. 


for the threat of inflation. Partly because the volume of deposits has not 
kept pace with output, the rate of turnover of deposits has also been rising. 
And the total effective volume of money, as measured by that large proportion 
of total turnover that passes through the Bankers’ Clearing House, has been 
rising a good deal faster than national output. These clearings expanded 
last year by 17 per cent., a proportion that was, however, heavily weighted 
by the 20 per cent. increase in the Town clearings, which are dominated by 
financial activity. In the General clearing the growth was 6.8 per cent. 
(compared with 4.5 per cent. in 1953) and in the twelve Provincial clearings 
9.6 per cent. (4.2 per cent.). 

It is noteworthy, moreover, that in 1954, in marked contrast with the two 
previous years, the impetus to credit expansion came wholly from demands 
for bank advances and finance on bills of exchange. These demands were 
indeed to be expected. The puzzle twelve months ago was to explain why 
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the recovery of production had not provoked a revival of advances; in 1953 
they had dropped by a further {42 millions. In this past year they have 
risen by {191 millions, or 11.2 per cent., and are now £243 millions above the 
low point of fifteen months ago and only £56 millions below the peak reached 
in the spring of 1952. Admittedly, more than half this difference between 
the experience of the past two years has been due to the vagaries of the timing 
of funding issues by those voracious governmental borrowers, the nationalized 
public utility industries. The utilities’ borrowings from the banks, as 
measured by the classified figures for each November, contracted by £55 
millions in 1953, but rose by £77 millions in 1954. These figures suggest 
that the advances of the private sector expanded by a few millions in 1953 
but by perhaps £120 millions last year—and almost the whole of this difference 
seems to have arisen in the past four months. 

More than 70 per cent. of the rise in total advances during the year, it 
will be seen from Table IV, was attributable to three banks—the Midland, 
Westminster and Barclays—and the first and third of these three were 








TABLE II 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 
(£ millions) 








19460 1947 1948 1949 1950 1951 1952 1953 1954 
Deposits . . e- +836 +249 +265 + 2 +166 —- 36 +127 +235 +247 
‘“ Net’’ Deposits +779 +243 +231 5% +1736 -—- 65 +119 +216 +2788 
Liquid Assets +384 +23. - 47 +484 - 330 440 +227 +133 - 78 
Cash pa —- 37 + 2 — +30 + 9 - 9 + 19 —- 8 + 29 
Call Money +180 + 48 6 + 86 21 + 6 69 - 28 —- 3 
Bills +241 +183 52 +368 2909 —437 +277 +160 -—104 
1.D.m.S .. 2 .. + 36 —272 +109 -—-604 —338 -354 -—I102 —- — 
Invests. plus Advances... +359 +281 +168 +179 +137 +725 + IF + 85 +268 
Investments +193 + 560 - 5 + 34 + 16 +438 +183 +127 + 78 
Advances +166 +225 +172 +145 +121 +287 -—-182 — 42 +101 


together responsible for the whole of the year’s rise in aggregate portfolios of 
commercial bills (up by £35 millions, compared with {£13 millions in 1953). 
The banks’ policy has apparently become more aggressive, or more liberal, 
especially in bill finance; and, indeed, the increase in bill portfolios has been 
so violent and so recent—Barclays’ rose by {£18 millions and the Midiand’s 
by £13 millions in the last six weeks of the year—as to show that it must be 
due rather to changes in ownership of bills than to an increase in the total 
volume of bill finance. 

The fact that bank deposits rose less in 1954 than in 1953, despite the 
credit demands of the private sector and the utilities, is, of course, attributable 
to a big change in the needs of the central government. Though monetary 
influences may have played a part in producing the boom in the economy, 
that boom has swollen the flow of revenue to the Exchequer; and this increased 
revenue, in conjunction with the large shortfall of expenditure below estimates, 
has reduced the Government’s need for bank finance, thus moderating the 
aggregate expansion of credit. 

In the calendar year 1954, the Exchequer’s “ overall ”’ deficit, instead of 
deteriorating sharply as the budget envisaged, improved by more than {£200 
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millions to only {103 millions; and this deficit was just covered by the 
Treasury’s net borrowings on tax certificates and savings securities (which in 
1953 had produced only £13 millions). In addition, the Government bor- 
rowed a larger sum from the counterpart of the rising note circulation, as well 
as from the Steel Realization Agency. After excluding its merely nominal 
sterling credits from defence aid, its domestic cash account was probably as 
much as £450 millions stronger than in 1953 (when it leant heavily upon new 


TABLE III 
CLEARING BANK LIABILITIES 
(£ millions) 





a —— - DEPposITs * —— —-——, ACCEPTANCES, 
Change Increase ETc. 
At Dec. 31 19387 1952 1953 1954 im 1954 since 1938 1953 1954 
% % 
Barclays a -. 429.3 1303.4 1376.1 1426.2 + 3.6 232 49.4 46.0 
Lloyds es .. 391.9 1168.0 1203.0 1244.3 +- 3.4 217 94.8 131.0 
Midland os .. 4608.3 1339.3 1414.2 1454.5 2.8 2T1 42.9 54-5 
Nat. Provincial .. 305.3 854.6 869.4 909.3 4.6 198 29.6 34.4 
Westminster .. 348.4 818.7 845.3 907.9 +74 r61 65.3 79.3 
Martins sa va 99.1 331.2 329.9 330.3 +O.1 234 18.8 22.0 
District re a 82.1 248.3 251.8 255.2 +-I.3 211 8.1 24.8 
W. Deacon’s be 37-5 140.6 142.7 147.7 +3.5 294 9.1 10.9 
Glyn Mills .. - 32.4 69.8 70.7 65.1 —7.9 ror 5.0 9.9 
Coutts ae i 23.0 51.0 53-3 52.2 —2.1 127 1.8 2.4 
National ck ia 30.7 75.3 79.4 85.5 +7.7 133 0.7 L.4 
* Excluding balances from subsidiaries and excluding profit carried forward. 
+ Weekly averages for December. 
TABLE IV 
MAIN EARNING ASSETS 
(£ millions) 
—————_— INVESTMENTs * ————,  ~=-—————— ADVANCES f ——-—7 
Change Change 
At Dec. 31 1938; =: 1953 1954 im 1954 19382 1953 1954 %m™I1954 
O/ QO, 
4/0 0 
Barclays ‘a es 98.4 499.8 511.2 | 2.3 197.60 352.2 387.6 +10.1 
Lloyds = .. 109.9 410.1 424.5 + 3.5 163.5 289.0 301.2 + 4.2 
Midland es .. 122.0 486.1 488.2 + O.4 207-4 343-6 398.1 +15.9 
Nat. Provincial 7 84.0 249.7 282.4 +I3.1 139-4 244.2 249.9 + 2.3 
Westminster so: SQRs2 279.9 308.9 +I10.4 133-4 222.7 269.7 + 27r.1 
Martins “o: a 35.1 120.2 109.1 —- 9.2 43-5 83.2 95-4 +I4.7 
District v os 29. 3 92.9 96.8 + 4.2 of. 60.9 65.9 + 8.2 
W. Deacon's ov 11.6 50.2 49.5 - I.4 14.4 37.8 45.1 + I9.3 
Glyn Mills .. - 10.7 22.9 22.4 - 2.2 9.6 14.1 21.3 +- 51.1 
Coutts pc - 7.0 20.1 10.3 —-~I8.9g 9.3 13.4 16.5 + 23.1 
National “~ = 14.2 28.7 28.9 t+ 0.7 17.1 30.2 32.2 + 6.6 
* Excluding ‘‘ Trade ’’ investments, etc. + Excluding balances with, or loans to, subsidiaries. 


* Weekly averages for December. 


borrowings from the banking system, though not so heavily as in 1952). 
There is no doubt, however, that the net sum that accrued to the Government 
on its domestic finances in 1954 was much less than that absorbed in financing 
the current surplus on the external balance of payments (by buying gold and 
foreign exchange and repaying debts overseas). The balance of payments 
surplus amounted to £154 millions for the first half-year alone, in contrast with 
a surplus of {109 millions for the whole of 1953. During the first half of 
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the year the Treasury had also to take the strain of financing the inflow of 
foreign funds; since then the trend has been outwards, so that for the full 
year the net strain on this account was perhaps not very different from that 
of 1953. 

In spite of this pressure from external finances, the central Government 
succeeded in 1954 1n reducing its indebtedness to the banking system—for 
the first time since 1951 (when, of course, it was receiving sterling from the 
counterpart of Britain’s huge external deficit). If the year’s credit intake by 
the private sector and the utilities is measured by the increase in advances 
and commercial bill portfolios, it was actually £38 millions more than the 
total credit expansion, implying that the central Government made repay- 
ments to this extent. In point of fact, those assets of the banks that most 
directly reflect the Treasury’s borrowings—Treasury bills, call money and 
cash—declined during the year by £113 millions, whereas in 1953 they had 
risen by roughly that amount. But in both years, as Table II shows, the 
banks significantly increased their investment portfolios; and for the purpose of 


TABLE V 
LIQUID ASSETS 
(£ millions) 


Cash Call Money Bills Liquidity Ratios* 
At Dec. 31 1953 1954 1953 1954 1953 1954 - 1954 
Oo 
Oo /O 

Barclays % .. 106.2 123.5 81.3 109.4 296.4 247.1 94.8 93.3 
Lloyds 7” -- 99.2 97.4 88.1 74.1 247.2 254.8 36.0 34.2 
Midland - -» SER 2829.9 84.9 89.7 350.7 334-3 38.8 36.3 
Nat. Provincial ne 73-7 75-6 77.90 74.3 192.6 188.6 39-4 37.2 
Westminster - 66.9 76.3 66.1 56.8 183.0 161.3 37.0 32.1 
Martins r as 26.6 28.6 34-3 28.2 53-5 53.0 94:6 733.8 
District va - 21.7 21.8 19.0 19.6 48.8 41.0 3.4 238.3 
W. Deacon’s 34 II.9 12.8 10.6 14.2 25.4 19.3 <2 ° §6.9 
Glyn Mills .. ‘cs 6.2 5.8 18.3 9.7 4.6 3.2 41.0 28.7 
Coutts - - 4.7 3.9 7.0 7.9 7.2 6.9 35-5 34-4 
National... as 6.6 2.9 14.0 14.5 1.9 3-4 28.3 29.7 


*As officially computed, i.e. based on deposits as defined for purposes of the monthly statements. 


this calculation it is assumed that the funds paid for these purchases accrued, 
directly or indirectly, to the Treasury. The fact that the authorities reduced 
their bank indebtedness despite the cash deficit shown on the above reckoning 
means that they were again able to sell, on balance, substantial amounts of 
gilt-edged securities—over and above the additional amount of securities that 
reach the banks. The amount of securities thus sold to the “ public ’’, 
excluding the banks, was probably larger, indeed, than the private sector’s 
new demands for bank credit, though it was possibly smaller than the sales 
achieved in 1953.* 

It is evident, therefore, that if the authorities had not seized their oppor- 
tunities to make net sales of securities for cash, in addition to providing for 








_*If the banks’ £78 millions intake of investments was assumed to represent finance for the 
private sector, instead of the Government, the broad conclusion would still be much the same. 
On that basis, since the Government would then be presumed to have reduced its bank indebted- 
ness by an additional £78 millions, its sales of securities to the ‘‘ public’’ would be shown to 
be that much larger, but the “ public ’’ in turn would then be shown to have re-sold that addi- 
tional amount to the banks. In these calculations, no distinction is drawn, of course, between 
securities effectively sold by new issues and those sold from ‘‘ departmental ’’ portfolios. 
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maturities (and dealing with some optional ones), the year’s credit expansion 
might have been up to twice as large as that actually experienced. And in 
addition, the banks’ ratio of liquid assets, which has fallen from 36.8 per cent. 
to 34.3 per cent. despite the rise in commercial bills, would have been tending 
to rise. In these two ways official policy has been putting a brake on the 
expansionary tendencies in the banking system. But although the trend of 
credit expansion grew less steep in the closing months of the year (if allowance 
is made for seasonal factors), the rapid rise in the demands of the private 
sector then looked rather disquieting. The most pressing question now is 
whether the danger signal of the rise in the bill rate, working in conjunction 
with the seasonal pressure on liquidity ratios, will provide a sufficient restraint. 


Bank Earnings and Salaries 


By a Special Correspondent 


a further round of dividend increases from three of the big banks—thereby 

provoking a flurry of excitement in the bank share market and inci- 
dentally fanning the flames of a noisily-crackling campaign in a popular 
newspaper for increases in bank salaries. Those particular arguments were 
flamboyantly displayed, stridently phrased, and much exaggerated. But the 
whole issue does seem to be coming again to sharp focus in the minds of bank 
staffs—as bank managements, constantly preoccupied nowadays with the 
problem of the salary bill and the burden of future pensions, must already 
have been well aware. It seems desirable, therefore, that the profit experience 
and dividend decisions should this year be examined in this context. 

The year 1954 was certainly a more profitable one than some bankers 
foresaw twelve months ago. The banks were conscious then that the dearer- 
money drive against inflation had increased the interest yields from their 
assets without saddling them, to any major degree, with the heavy losses 
associated with such phases of policy in the past. They therefore feared that 
the relapse of interest rates might cut down these good earnings, even though 
they further buttressed the restored investment valuations. The reductions 
in Bank rate did, indeed, sharply reduce the earnings from money market 
assets, but this loss was probably slightly more than balanced by a decline in 
the cost of interest allowances on deposit accounts. The decline in interest 
rates, however, naturally also affected the yields obtainable from reinvestment 
of securities redeemed or sold, and also reduced the average rate earned on 
advances—though much less sharply, because of the operation in many 
instances of the minima fixed under the arrangements with customers. On 
balance, therefore, the interest factor worked to the disadvantage of the 
banks. But its effects were very comfortably offset by two other tendencies 
—first, the further expansion of bank resources and of turnover that were 
the natural accompaniment of the boom in the domestic economy and in 


Tat season of banking results this year brought forth, most unexpectedly, 
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financial activity in general, and, secondly, by a conjuncture of influences 
that kept down the volume of liquid assets. 

Net deposits of the clearing banks, as the table in another article in this 
issue shows (see page 96), averaged £6,239 millions during the year, or £215 
millions (3.6 per cent.) more than in 1953. The average of liquid assets, 
however, was virtually unchanged, while average advances, reversing their 
1953 decline, rose by £73 millions, or 4.2 per cent., and average investments 
expanded by a further £159 millions. Hence the whole of the additional 
deposits was employed in these two most remunerative channels; moreover, 
the proportion of the additional funds that flowed into deposit accounts, 
though substantial, was much smaller than in 1953. Aggregate receipts from 
commissions also expanded, though increasingly competitive conditions 
were experienced in foreign business. Some banks also secured some significant 
recoveries from assets, including “‘ Standstill ’ assets, written down (or “ off ’’) 
in the past. Even apart from this, bad debts experience remained favourable, 


TABLE I 
PROFITS AND APPROPRIATIONS 
(£{000’s) 
(Percentages in first column ave the stabilized dividend rates applicable before the increases 
began im 1952) 


Contingencies Reserve Fund 
Net Profits Dividends Premises and and 

Rate % Net Cost Pensions Carry Forward 
1953 1954 1953 1954 1953 1954 1953 1954 1953 1954 

Barclays (14%) .. 2300 2549 1o* 12 1282 1542 — —— 1018t 1008+ 
Lloyds (12%) .. 2084 £2186 14 15 1146 =1225 300 500 638 461 
Midland (160%) .. 2127 #2398 16 18 1334 #£4+I501 775, +875 18 22 
Nat. Prov. (15%).. 1766 1827 17 18 886 938 -— —- 879 880 
Westminster (18%) 1475 1623 1 165 855 932 -—- —- 620 6901 
Martins (15°%) es 820 918 174 174 #415 415 250 300 1557 203 
District (183%) .. 560 589 20 20 310 310 —- —- 250 279 
W. Deacon’s (123%) 292 311 14 14 142 156 ~— 150 150 6 


* Equal to 16% on ‘‘ B”’ stock before capital reorganization. 

+ In addition, Barclays transferred £3,183,000 to published reserve from contingency account 
in 1953 and £3 millions in 1954. In 1953 Martins Bank also transferred £1,044,000 in 
this way. 

* Equivalent to 20% before capitalization of reserves. 


while the margin of cover on investment valuations was further strengthened, 
despite the easing of gilt-edged towards the year-end. 

On the expenses side of the account, unfortunately, the experience cannot 
be so clearly indicated, but every item probably showed a further increase. 
As several bank chairmen have pointed out, a new burden of some magnitude 
is materializing now that the lifting of building restrictions enables the banks 
to press forward in tackling arrears of repair and modernization of premises, 
as well as necessary extensions and new building. The salary bill, apart from 
its ‘“ natural’’ growth, was saddled with an increase in the ‘“‘cash payment ”’ 
supplement to basic salaries; the addition was 13 per cent., compared with 
10 per cent. for 1953, and it. was also generally extended in full to staff in 
the higher brackets (instead of being subject, in some banks previously, to a 
maximum cash amount). 

Even when pensions have been brought into the reckoning, it is certain, 
however, that the rise in charges was outpaced by earnings, and published 
profits showed a further rise in every case. The eight banks whose statements 
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are summarized in Table I showed an aggregate rise of 8.6 per cent.; this 
followed a rise of 6.6 per cent. reported for 1953, but more than a third of 
that movement reflected merely the effect of the reduction in the rate of tax 
deducted from gross dividend amounts. The increases reported by the 
several banks showed considerable divergence, but it is interesting to note 
that the most marked differences are substantially smoothed out if the com- 
parison is extended back to 1952—affording further evidence of the significance 
of inner reserve policy in determining published profits. 

The real interest this year, however, lies less in the banks’ earnings as 
such than in their disposal of them. It had generally been taken for granted 
that the dividend increases of the past two years, including those foreshadowed 
during the year by the Midland and the Westminster, which had previously 
held back, had exhausted shareholders’ chances for the time being. The only 
prophecy was of higher profits, and it was upon this footing that the Daily 
Express started its campaign. This evoked a spate of correspondence, later 
extending to other papers too, with unexpected results. The letters included 
one from the Central Council of Bank Staff Associations which, while wel- 
coming the newspaper’s “‘ support ’’, repudiated its suggestion that the banks 


TABLE II 
“BIG FIVE” PROFIT COMPARISONS 
Change 
1950 IQ5! 1952 a a 1954 In 1954 
£ ZL 4 £ %0 
Barclays. ; = [,971,534 1,908,437 2,137,722 2, ian, [50 2,549,399 1 10.8 
Lloyds .. a 1,761,003 1,815,858 1,904,005 2,083,781 2,186,072 - 4.9 
Midland . ; 1,987,320 1,925,310 2,074,887 2,127,202 2,397,597 +12.7 
Nat. Provincial . 1,454,311 1,409,765 1,525,013 1,765,708 1,827,044 + 3.5 
Westminster i. 1,471,031 1,405,453 1,446,540 1,474, 730 I 023, 197 +-TO.I 
S,524,529 9,148,333 9.751, 037 10,583, 309 t+ 8.5 


5,640,599 


—_ a 


have ‘“‘ the most discontented staff of any industry in Britain ’’; whereupon 
more than one of the member associations, putting expediency before principle, 
hastily dissociated themselves from the Council’s arguments, intelligent and 
even statesmanlike though its letter had seemed to be. 

It was.amid this flurry of salary debate among bank staffs that Barclays 
fluttered the City dovecote by its further dividend increase. It added a 
special dividend of 2 per cent. to the 10 per cent. paid last year on the capital 
(excluding staff stock) in its new form, making a bigger effective increase 
than the previous year’s on the original equity (the “B”’ stock, the three 
years’ progression upon which has been 14 : 16 : 19.2), and one that extended 
to the former limited-dividend stock. Moreover, the board intends in effect 
to put still more of its capital resources in the shop-window. It wants the 
issued capital to rise from time to time, at least in step with fixed assets, and 
proposes to achieve this by “occasional’’ capitalization of reserves. And it 
hopes to maintain the special payment until the next capitalization raises 
the value of the basic dividend rate. The further increases by the National 
Provincial and Lloyds were more modest, and held out no such hints that 
still more may follow in due course. Both banks, as Table I shows, paid an 
additional 1 per cent., and Lloyds gave the impression that it has now reached 
a new resting-point. It is capitalizing reserves so as to pay up the remaining 
5s. callable portion of the £5 ‘“‘ A’”’ shares (the £3 15s. left unpaid is callable 
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only in the event of liquidation), which will make the new dividend rate of 
15 per cent. equivalent to the 12 per cent. regularly paid before 1953; and 
that is intended to be the rate for the year just started. 

The Midland and the Westminster banks duly paid their promised addi- 
tions, equivalent to 2 per cent. each, smaller increases than those now reached 
by the other three members of the “ Big Five’. The three northern clearing 
banks—Martins, the District, and Williams Deacon’s—all kept their rates at 
the increased 1953 levels, but Williams Deacon's final payment (like that of 
Glyn Mills, the other English associate of the Royal Bank of Scotland) was 
paid on a capital enlarged by the recent capitalization of reserves. 

The consideration that has been uppermost in inspiring these increased 
distributions can only be surmised. There is the fact of increased profitability. 
There is the argument that, after stabilization of gross dividends through 
long vears of severe depreciation of money and steeply rising taxation, some 
increase was long overdue; and, certainly, even the best of the recent increases 
is small by comparison with the rise in prices—or in banking turnover—over 
these twenty years or so. In some banks there has probably also been a 
desire to seize any reasonable opportunity for giving shareholders some pro- 
tection against the contingency of a future dividend freeze. But, whatever 
the precise motives behind the increases, their timing—especially of the second 
round—is intriguing. They inject a new factor, however irrelevant it may be 
in a strictly logical analysis, into the perennial negotiations with customers 
on bank charges. And, even more significantly, they provide a new ingredient 
in the mounting discussion on salaries. 





SALARIES AND “ STATUS’ 

After the salary changes of 1952, it seemed for a time that a new equi- 
librium point had been reached. Lloyds had then introduced its new 
‘“oraded ”’ staffing scheme and the other large banks had consolidated into 
salaries a large part of the “ cash payments ’’; the National Provincial went 
some way in the same direction as Lloyds by arranging its scale on merit 
rather than age, and there was a general attempt to do something also for 
the overscale staffs—men and women, that 1s, of service longer than that 
covered by the published scales, some of them with, but the majority without 
managerial appointments. Staff satisfaction with the new structure was 
shown soon afterwards by the scanty support enlisted by the staff associations 
and by the National Union of Bank Employees for their appeal for an increase 
in the ‘‘ cash payment ”’ (the unconsolidated residue was 10 per cent., except 
in Lloyds, where it continued for a year at 25 per cent.). But in the past 
twelve months there has been a noticeable change in sentiment—though to 
nothing like the point of stridency that might be deduced from the militant 
shouts from the self-appointed champion of bank clerks in the popular press. 

The bank clerks have been discovering that the improvements of 1952, 
significant though they were beside earlier revisions, were modest beside the 
drastic change that has occurred in their general status, in common with that 
of the middle class as a whole, over these past fifteen years. And they have 
also been realizing more fully the nature of that change. This fuller realization 
is perhaps attributable less to recent trends in their cost of living as such 
(including the uncharted effects on individual budgets of the end of rationing 
—bacon for breakfast every day now!) than to the wider effects of the return 
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of the national economy to “‘ normal ’’—or, at least, to prosperity. In the 
immediate post-war years the bank clerks might hope that their difficulties 
were mostly a part of the transition from war to peace, that their cost of 
living would eventually be overtaken by salaries and would then flatten out. 
Now the transition is substantially completed; and the deterioration in living 
standards, relative and sometimes absolute, remains. 

Some of the arguments about bank salaries that spring from this situation 
are as fallacious as those often heard about bank dividends. The shareholder 
is entitled to complain if he can establish that the banks are regularly ploughing 
back, after due regard for their special responsibilities, a demonstrably excessive 
proportion of their earnings—and in other industries the shareholder’s protest 
and the take-over bidder’s prod have evoked a remedy. But unless a profit 
surplus is available in this sense, any argument about the effects. of taxation 
and of depreciating money upon shareholders’ income is irrelevant in this 
context; and if the surplus is available, the argument should be unnecessary. 
The acid test always is the efficiency and profitability of the business. 

Similarly with salaries. The banks, like others that offer permanent 
employment, may acknowledge, within the limits that they deem feasible, 
some moral duty to try to ease the lot of those whose status is very different 
now from what it promised to be upon recruitment fifteen or more years ago. 
But this cannot, and should not, be their main approach to the problem. 
“Status ’’ was never a term of the contract, and the fact that a bank clerk’s 
standard of living is lower now than that of his predecessor of similar age or 
grade in 1939 or 1929 is of itself alone no argument at all for a salary increase; 
nor, indeed, is the fact of a fall in the standard of that same bank clerk. The 
overriding consideration still has to be the earning capacity of the enterprise; 
and the test of what salaries can and should be paid is the present and future 
efficiency of the business as a whole. 





THE TEST OF EFFICIENCY 

But this consideration, harsh though it may sound, may in the present 
and prospective circumstances of the banks argue quite strongly for their 
staffs—or some of them. The test of efficiency means, in this context, that 
the banks must pay the salaries and offer the prospects that will recruit in 
sufficient numbers men and women of the type and quality they judge 
necessary for optimum efficiency now and in the foreseeable future. This 
does not mean, however, that they must try simply to ensure a staff of the 
kind that they deemed necessary for this purpose in the past. The organiza- 
tional character of the business is greatly changing, and may change much 
more radically in this next quarter-century than it has done since 1929. This 
consideration must qualify many judgments framed in the present and past 
environment and it is the responsibility of the managements (and boards) 
alone to take the relevant decisions. But if bank staffs, through their repre- 
sentative organizations or otherwise, approach the problem from this stand- 
point, their arguments will certainly always command a sympathetic hearing, 
for this is the way to establish a live and practical identity of interest. 

The arguments that may in fact carry the most weight are not, however, 
those that fit the headlines and make the best rallying cries. Much of the 
recent public clamour is focused upon the dividend and profit increases, and 
embraces crude or fallacious argument. When bank profits rise, it is said, 
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salaries should go up too. But, even if that were a logical argument, do bank 
staffs really want their incomes keyed to an index of profits? The true 
earnings of the banks may go down as well as up (and they certainly do not 
keep step with the cost of living). Similarly, the alternative version of this 
line of attack, that shareholders should have no increases until the staffs are 
“ satisfied ’’, is only one degree less naive than its converse would be—that 
shareholders’ “‘ satisfaction ’’ should come first. But if the efficiency criterion 
is brought in, there is a form in which even this type of argument could have 
real force—if the principle can be reinforced by ascertained facts. 

Just as the shareholder may rightly complain if the banks are shown to 
be setting aside larger inner reserves for future financial contingencies than 
reasonable prudence requires, so can the staff rightly complain if too little is 
in effect being ploughed into reserves for human contingencies—in the sense 
that actual and prospective salaries are not such as to protect the future 
substance (and profits !) of the enterprise. In principle, both these arguments 
are good, though the one contends in effect that present profits are unduly 
cut down by financial provisions and the other that they are overstated by 
shortsighted staff policy. It is only on some such footing as this that salary 
improvements can be said necessarily to “ come before ”’ dividends; and even 
then it has to be remembered that at some future time the efficiency of the 
banks may require the support of additional capital—obtained by subscription 
instead of ploughing back, as at present. 

Whether any such arguments are as good in practice as they are in principle 
depends, of course, upon the facts—and the full financial facts, which are 
perhaps of even more concern for the bank shareholder than for bank staffs 
in these contexts, are not disclosed. If the banks wish to silence irresponsible 
criticism based on wild guesses about the true state of their finances, they 
must furnish more information. But in the meantime, the staffs, unlike the 
shareholders, can usefully explore the “ efficiency ”’ line of argument without 
being unduly hampered by the mists around true earnings. 








WIDER EFFECTS OF CHANGE IN STATUS 

The assumption here, it should be emphasized, is not that the “ efficiency ’ 
case for improvements is already substantiated, but simply that the arguments 
are good in principle and merit serious examination. In this context the 
facts of the decline in the bank clerk’s status are adduced not in support of 
the “hardship ”’ plea, but solely for their implications for future efficiency. 
The considerations are more complex, however, than most popular discussions 
recognize. Satisfactory recruitment will not depend only on what is offered 
to new staff; it will be affected also by the apparent fairness or unfairness of 
the treatment of present staff, and that staff’s apparent satisfaction or 
dissatisfaction. 

It is relevant here to consider salaries over a long period, though it is hard 
to be sure that data for the pre-war years are reliable and fairly comparable. 
The accompanying table gives only a rough impression, and for junior salaries 
only. For comparable overscale figures personal memories have to be drawn 
upon, and it is not possible to warrant any sort of accuracy. With that 
proviso it may be said that in 1929, when the bank clerk was perhaps at his 
most affluent, the manager of a medium sized branch in the London area 
might expect to move from {650 to {1,000 between appointment and retire- 
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ment. His successor to-day may move from £1,000 to £1,400, both figures 
inclusive of bonus. The fact that the 1929 salary was paid free of tax does 
not seem in retrospect very important, when the standard rate was only four 
shillings in the £; but it reminds us that present salaries are subject to tax, 
and the tax much heavier; thus when, relying even more heavily on guesswork, 
we compare a general manager's salary in 1929, say £2,500, with his successor’s 
to-day, hardly more than £10,000, and more probably £7,500, it has to be 
remembered that even £10,000 puts only a little over £3,500 in the recipient’s 
pocket. It is easily possible for the very high official of a bank to-day to be 
receiving actually a smaller net money income than his 1929 predecessor did. 

Experience suggests that the falling away in bank salaries, while probably 
matched by that in some professional and near-professional salaries (and 
certainly many black-coated clerical employments are appreciably poorer paid 
than banking), is in fact greater proportionately than that experienced by 
the very people in other walks with whom it pays the banks to have their 


TABLE III 
MEN’S SALARIES 
(‘‘ Cash Payment ’’ Additions in Italics) 


N.U.B.E. 
1929-39* 1940 1951f 1954T Claim? 
4 £ f f £ 
Entry .. bs 60 135 135+37 170+ 22 208 
22 — ca 135 210 210-+- 57 310+ 4o 405 
27 - . 255 355 355+97 500 +65 625 
32 _ ~" 3600 480 480+ 132 600+-78 800 


*Most of the banks introduced new, reduced, salary scales in the early ’thirties and 
gave up the practice, which had been general in 1929, of paying salaries free of income 
tax. There was considerable variation between bank and bank, and the figures here 
represent estimated averages for the period, ignoring the change of practice on 
income tax. 

+ Cash payment reached 27} per cent. before 1952 consolidation; last year it was 
13 per cent. on 1952 scales. 

tThe N.U.B.E.’s latest claim is for a scale up to age 39. The claim also covers all 
senior bank officers, appointed and unappointed, in considerable detail, and it includes 
a demand for a cost of living addition of 34° for every 5 points rise in Retail Index 
above 145. 


staffs mixing socially. It is harder now even than it was in 1939 for the 
branch manager to keep pace with his customers in industry and commerce; 
the time is perhaps not far off, in many instances it may be here already, 
when even an “ average ’’ customer can patronize his bank manager, outside 
the bank. Whether this is a prospect that the banks can face calmly is a 
matter for them to decide; it must already be a substantial factor in their 
deliberations. 

It is becoming increasingly apparent that the hard core of the salary 
problem is now the senior staff, appointed, and to only a lesser degree un- 
appointed, too. The recruitment consideration naturally impinged first upon 
junior salaries, which in banking as in many other occupations have increased 
proportionately more than senior. But in this recruitment question the 
accent must now be switching to the senior men, who should be the banks 
best recruiting sergeants. The branch manager of the late twenties and 
early ‘thirties provided an obvious success story that acted as a strong 
attraction for new entrants. To-day’s manager is inevitably not so good an 
advertisement to the people the banks would most like to interest, the class 
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that may be loosely described as the managerial-professional. The bank clerk’s 
social status, itself a matter of dispute, cannot be relied upon to attract recruits 
even from a lower social level when that level is familiar with wage levels 
higher than the bank scales; it: will certainly not attract recruits from the 
same (or higher) level when parents can see no difference between bank 
managers struggles and their own. 

The unappointed clerk finds himself struggling too, for he has standards 
that he seeks to preserve and a healthy ambition to see his children do better 
than he has done. He may or may not wish to see them in the bank; he may 
or may not encourage others to put their children in banking. In the mean- 
time he wishes to keep as near as he can to the way of life the bank held out 
to him when he came in twenty or thirty years ago. It is no consolation to 
him to explain to him that his general manager’s position is worse than his own. 


CHANGING PATTERN OF STAFFS 

Most of these considerations must be present already in the minds of the 
managements, though to judge from their policies up to date, they attach 
less weight to them than the staffs would like to see. Especially in these 
past five years or so a great deal of new thinking has been started on staffing 
problems asa whole. The fuller development of training schemes, the Lloyds’ 
grading system, the “‘ merit ’’ system and the expansion of female “‘ machine ”’ 
stafis elsewhere, the spread of mechanization, and the revision of salary scales 
as an integral part of the recruitment drive—these are all fruits of the 
re-thinking. By the standards of the past, this is a rapid pace of innovation, 
and it may be that the full impetus has not yet been seen. And as electronic 
book-keeping looms over the horizon, the possibility of even revolutionary 
change comes into view. One bank chairman—Mr. Robarts of the National 
Provincial Bank—has, indeed, alluded to this possibility in his statement 
this year, remarking that it would make it “ more important than ever before 
to ensure that every boy who joins the staff is of material to become a 
manager ’’.* The force of this conclusion is rather diminished, in the present 
context, by the fact that this bank is now able “to recruit men with the 
necessary qualities ’’. But this happy experience has not, one gathers, been 
general among the banks. 

Although major changes of organizational pattern and of management 
attitudes seem to be taking shape in the blueprints for the future, it may be 
that the purely salary aspects of these problems have been somewhat over- 
shadowed by the swelling “‘ bulge ’’ in future pensions—an oncoming burden 
that is the legacy of rapid recruitment after World War I and that is enlarged 
by each successive consolidation of the ‘“‘ bonuses ”’ applied after World War II. 
Apprehensions about this burden must be a sore hindrance to far-sighted 
thinking, and far-sighted action, upon salaries as such. But if such inhi- 
bitions exist, it is important that they should not be allowed to produce a 
distorted view—for it will be twenty years before the pensions bulge has 
wholly disappeared, and what is done within this period will largely determine 
the efficiency of the banks beyond the turn of the century. 

The next few years should show how far untrammelled thinking is possible. 
Meanwhile, there is a general impression that this current year will yield some 








* See also the statements from Sir Oliver Franks and Lord Harlech, discussed in opening 


article. —Enp. 
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further gesture to the staffs. There were hopes of this even before the year’s 
results appeared, and now the dividend increases are regarded as confirming 
them. Principle may divorce dividend questions from salary questions, but 
expediency forges a link—at least, so runs the hopeful argument, in a year 
such as this, when staff appetites grow, profits are good, and dividends enter 
their second round. The gross annual cost of the increases granted by the 
‘“ Big Five ’’ in these past three years, it is being computed, is £2 millions, 
restoring all the distributions except Lloyds’ to their 1929 levels, with Barclays 
one-third beyond it. 

If an increase in salaries is indeed in prospect, the argument of this article 
would suggest that the principal beneficiaries should be the senior staffs, 
especially the appointed men. The overscale staffs as a whole, which include 
the “‘ bulge ’’, must account already for a very substantial proportion of the 
banks’ salary bills, even considering the size of the present women staffs; 
but the share of the appointed men is comparatively small, and it seems 
likely that expenditure on this group, which would do something to restore 
differentials, would also do more than proportionate good to banking morale, 
and to bank recruitment. Consolidation of the existing “cash payment ” 
into salaries, although in itself of no immediate benefit to the staffs (and of 
only small immediate cost to the banks), would probably be useful too in 
relieving present discontents and would lessen the hardship that many bank 
clerks are now experiencing on entering upon retirement. Against the added 
burden on pension funds, the banks should be able to set some advantage in 
recruitment: a published scale that mentions {600 “plus a bonus which is at 
present 13 per cent.’’ is not nearly so effective a bait as one that says firmly £675. 

Changes of this kind, though working in the right direction, would, of 
course, still be within the conventional pattern, strictly bounded by existing 
earnings and commitments, including the (increased) dividend commitments. 
But a feeling is growing in the banks that managements should have some 
regard to a consideration never seriously urged upon them in the past. For 
a complex variety of reasons, the bank staffs, like others in the depressed 
black-coated class with its divided loyalties and its traditional standards and 
aspirations, have never effectively organized themselves for salary demands. 
Nor, despite the growth of N.U.B.E. and the efforts of the internal associations, 
is it foreseeable that they could or would ever exert organized pressure of the 
force and kind exerted by the “ working ”’ classes whose living standards are 
overtaking theirs; and, in particular, they would eschew strike action. The 
argument that is spreading now is that managements should take some 
account of the standards that might have been exacted if pressures of this 
kind had been mobilized—even if the resultant concessions, by carrying the 
salary bill outside the present limits, required a general revision of bank 
charges. 

This argument is recorded because it may become a material part of the 
problem; but it is best left without comment, for any comment on so delicate 
an issue may be open to misconstruction. The argument of this article 
suggests that if the banks are to be asked to step outside the conventional 
pattern, the most promising approach is along the lines of an appeal to 
“Invest in success ’’—with the investment in this case in human capital. 
At least at selected points in the spectrum of future staff needs, the invest- 
ment might pay handsome dividends. 
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Why German Banks Lend Long 


By the German Bankers’ Association * 


the November, 1954, issue of THE BANKER, Mr. George Soloveytchik 


J: his very interesting article on “‘ How Sound is German Recovery ? ”’ in 
remarked: 


The banks do seem prepared to immobilize funds in a very unorthodox way. 
It is estimated that, of about DM.12 billions borrowed at short term, they 
have invested some 8o per cent. at long term. 


In our judgment, the very complicated facts on which Mr. Soloveytchik’s 
statement is based need some explanation. Otherwise false conclusions 
might easily be drawn from it. 

Admittedly, the figure of about DM.12 billions corresponds to the amount 
of sight deposits held by the banks. However, it must be borne in mind 
that this total includes not only the commercial banks, but also mortgage 
banks, public real estate credit institutions, savings banks, central giro institu- 
tions, and credit co-operatives. ‘These are institutions with functions quite 
different from those of the commercial banks. It goes without saying that 
the long-term funds obtained by the mortgage banks and public real estate 
credit institutions through the issue of mortgage and other bonds are used for 
investments at long term, and that the business of the savings banks is mainly 
directed to making loans for investment purposes against the savings deposits 
received by them. 

As far as the commercial banks are concerned, it is in fact impossible in 
any discussion of the extent to which available funds have found their way 
into long-term investments to make any distinction between short-term and 
long-term deposits. Sight deposits, term deposits, savings deposits, and 
‘“money raised ’’ together comprise the funds on which the banks draw for 
their active credit business. It is therefore not possible to “ allocate ’’ short- 





* Bundesverband des privaten Bankgewerbes (E.V.). 
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term or long-term credits to short-term or long-term deposits—or to express 
the one as a percentage of the other. To establish a relation between the 
terms of credits and the formal maturities of the deposits has no more than 
a theoretical significance. The decisive factor for the credit business of the 
commercial banks is the trend in the total, not the composition, of the deposits 
available. 

The volume of lending by the commercial banks at short and medium 
term (up to four years) amounts at present to DM.13.5 billions. Admittedly, 
even these shorter lendings are now only partially self-liquidating. The 
credits granted by German banks to trade and industry no longer serve 
merely to finance the movement of goods, but are being more and more used 
as a permanent addition to working resources. The main reason for this is 
that the West German capital market still offers only inadequate possibilities 
for placings of shares and industrial bonds, and that taxation still bears 
heavily on the formal capitalization of ploughed-back profits. In consequence, 
even at a time of rising production and turnover, balance sheets of companies 
show a continuing deterioration in the ratio between capital and borrowed 
funds. Self-financing, though of increasing importance, has been by no means 
large enough to satisfy capital requirements. 


NEED TO COUNTER DEFLATIONARY TENDENCIES 


This tendency towards greater reliance on the banks was furthermore 
very considerably reinforced by the fact that the contributions of the German 
Federal Republic to the costs of occupation, raised by taxation, have been 
only partly spent by the Allied authorities. The amounts saved, now totalling 
nearly DM. 4,000 millions, were immobilized in accounts of the central banking 
system. Thus, a considerable part of monetary capital raised by taxes has 
been sterilized, and the deposits of business and private customers with 
German commercial banks have decreased in proportion. In order to counter 
the deflationary effects of this situation, the German banks, and especially 
the commercial banks, have had to increase their lendings—at both short 
term and medium and long term. This has been done even in such cases 
where it has been doubtful whether short-term repayment obligations would 
actually be met. During a period of economic evolution, when the com- 
mercial banks could safely rely on a current growth of deposits, there was 
relatively little risk in following such a bold lending policy for the benefit of 
the German economy. 

Moreover, a large number of German banks combine, as in former years, 
deposit business with new issue business: they are credit institutions and 
investment banks in one. As such, they are in a position to consolidate the 
short-term credits they have granted by making capital market funds available 
to their debtors. They can, however, take this course only provided that the 
capital market is properly functioning, which at present it still is not, despite 
the notable improvement of past years. 

There is no doubt, then, that a certain percentage of the banks’ short-term 
lendings may need consolidation. It is difficult, indeed, to calculate that 
percentage, but it is quite certain that Mr. Soloveytchik’s statement that 
80 per cent. of the sight deposits have been loaned out at long term is, in so 
far as it is meaningful at all, definitely very far removed from the facts. 
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American Review 


HE Federal authorities have moved further in the past month away from 
the policy of ‘“‘ active ease’’. After having made no attempt to check the 
increase in market rates in December the Reserve System, in the first two 
weeks of the new year, reduced its portfolio of Treasury bills substantially, so 
that rates continued to rise, contrary to the seasonal pattern. The Treasury bill 
rate in mid-January reached 1.4 per cent., the highest rate since December, 1953, 
and 0.4 per cent. above the level in early-December. The shift in policy stems 
from the gathering pace of industrial recovery, and is designed also to discourage 
speculative tendencies on the securities market; early in January the cash margin 
needed to finance stock market operations was duly raised from 50 to-60 per cent. 
This move was followed by the sharpest setback on Wall Street since the 
outbreak of the Korean War in 1950. The Dow Jones industrial average lost 
nearly g points on January 5 and a further 6 points on January 6, after which it 
recovered slightly. The stricter margin was interpreted in some quarters as part 
of a determined process to restore a full cash basis for security operations; other 
observers feared that it foreshadowed a positively deflationary swing in monetary 
policy ahead. 


HALF-WAY TO RECOVERY ? 

These fears were, however, never justified, and the Reserve System has since 
made plain the fact that the margin of unused labour and resources still precludes 
any imminent return of inflationary pressure in the economy. The upturn in 
business is in fact now firmly enough based for the authorities to be able to 
administer a check to the stock markets without fear of upsetting recovery. 
Industrial production rose, on a seasonally adjusted basis, by a further point in 
December, following the rise of 3 points in November. At 130 the Federal 
Reserve index was just mid-way between its peak reached in July, 1953, and its 
nadir of last spring. More significantly, the level of business stocks in November 
rose by $100 millions to $77.6 billions. This is the first check yet to the month- 
by-month fall in inventories, from their peak of $81.0 billions in December, 1953, 
and should have a decided effect on production. 

It is in these circumstances that the Reserve System has deemed it advisable 
to retreat from the exceptionally easy credit policy maintained over the greater 
part of 1954, which permitted ‘“‘ excess ’’’ reserves of member banks to be main- 
tained more or less constantly at a minimum figure of $700 millions—despite the 
addition of almost $7,000 millions to the banks’ holdings of Treasury securities 
in the year to end-November. Bank loans rose only slowly, on account of lack 
of demand, but a particularly large expansion occurred in mortgage finance. 
Mortgage loans probably rose in total by at least $8,500 millions in 1954, that 
is by over $1,000 millions more than the rise in 1953. The buoyant bond market 
encouraged institutional holders to liquidate large holdings of Treasury securities 
and to use the accruing funds in the more attractive market for housing finance. 

The change in Reserve Board policy will provide a check on this movement. 
While there is no reason to expect any really pronounced rise in short-term rates, 
the money market will become decidedly more sensitive to demands for stock 
financing and for consumer credit. In the longer-term securities market, the 
Treasury was expected to use its influence with the issue of a long-dated maturity 
as part of the $15,000 millions refunding operation that will be needed to deal 
with February-March maturities. The market remembers the fiasco of the 
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thirty-year 3} per cent. bond issue of early 1953, and unofficial hints of such an 
operation accordingly brought some nervousness in January to long-term 
Treasuries. The Treasury is also fully aware that the market has a strictly 
limited capacity for absorbing new securities; but late last month it was believed 
to be preparing the longest new security issued since 1953, with the now customary 
alternative of a new short-term maturity. 

The presidential messages on the State of the Union and the Budget brought 
no surprises for industry or for investors. The Budget message dismissed any 
lingering hopes of tax relief in the fiscal year to June 30, 1956. An increase of 
around 4 per cent. in individual incomes is expected in 1955 and the first half of 


American Economic Indicators 





1954 
1950 1952 1953 
Sept. Oct. Nov. Dec 
Production and Business: 
Industrial production (1947-49 =100) 120 124 134 124 126 129 130 
Gross private investment (billion $).. 58.6 52.5 54-4 45.3 — — — 
New plant and equipment (billion $).. 25-6 26.5 28.4 27.0 —— a 26.6 
Construction (million $) 2,574 2,694 2,904 3,153 3,100 3,177 3,262 
Business sales (billion $) 44-5 45-6 48.8 47.0 46.5 48.2 — 
Business stocks (billion $) 23.3 77:3. Bt FS 73 TS — 
Merchandise exports (million $) 1,164 1,098 1,312 1,108 1,274 — — 
Merchandise imports (million $) O14 893 906 781 704 — — 
Employment and Wages: 
Non-farm employment (million) 53-9*% 54.5* 55.2% 54.6 54.9 55-6 55.3 
Unemployment (’ooos) - 1,879* 1,673* 1,524* 3,099 2,741 2,89 2,838 
Unemployment as % labour force 3.0° 32.9 2.4° 4.5 4.2 4.5 4-5 
Hourly earnings (mfg.) ($) ae? ee: oe ae oe ee 
Weekly earnings (mfg.) ($) -. 64.71 67.97 71.57 71.86 72.22 73.57 74.12 
Moody commodity (1931 = 100) — yee pa = 404 407 410 415 
Farm products. (1947-49 = 100) 113.4 107.0 97.0 93.6 93.1 93.1 91.0 
Industrial (1947-49 = 100) : 115.9 I13.2 I14.0 114.4 114.5 114.60 I14.7 
Consumers’ index (1947-49 = 100) III.O 113.5 114.4 114.7 114.5 114.6 — 
Credit and Finance: 
Bank loans (billion $) .. a 7.7 64.2 68.3 467.2 67.8 £69.7 — 
Bank investments (billion $) .. 74.9 77.5 78.1 83.3 86.3 86.4 — 
Bank loans (weekly) (billion $) 2.6 29:4 29:4 88:0 23.0 32:8 20.8 
Consumer credit (billion) 21.5 25.7 28.9 28.9 29.0 29.2 — 
Treasury bill rate (%).. 1.55 7 1.93 1.0L 0.99 0.95 1.17 
U.S. Govt. Bonds rate (%) , 2.57 2.68 3.16 2.64 2.65 2.68 2.68 
Money supply (billion $) a 189.8 200.4 205.8 207.7 211.4 213.5 — 


Federal cash budget (+- or —) (mill. $) +1,244 —1,641 -—6,159 -—4,800 





Notes.—Latest figures are preliminary or estimated. For 1951-54 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money 
supply, bank loans and consumer credit show amounts outstanding at the end of the period. 
Moody’s spot commodity index shows high and low, 1951-53, and end-month figures last year; 
other commodities show monthly averages. Investment figures, 1954, are quarterly and at 
annual rates. Weekly bank loans are derived from partial returns only. Budget figures are 
cash totals 1951-54 and also quarterly for 1954. 

* Old basis. +t Old series. 


1956, and one of perhaps 12 per cent. in company profits this calendar year. On 
that basis, revenues in fiscal 1955-56 are conservatively expected to rise by $1,000 
millions to $60,000 millions. Defence spending is expected to fall very slightly 
to $34,000 millions, and other economies are hoped to reduce total expenditures 
from $63,500 millions to $62,400 millions. The projected nominal deficit is 
thus cut from $4,500 millions in the year to June 30, 1955, to $2,400 millions next 
year. However, the inclusion of social security receipts is expected to leave a 


modest cash deficit in the fiscal year ending in June and to produce a small cash 
surplus in 1955-56—the first for three years. 
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International Banking Review * 


Argentina 


HE Government's budget proposals for the financial years 1955 and 1956 

provide for expenditure in each year of 17,542 million pesos, a drop of about 

I5 per cent. on the past two years. The Minister of the Treasury, Dr. 
Bonanni, said that, now that the first stage of social reform had been completed 
and had brought about a great improvement in the standard of living of the 
mass of the people, it was the Government’s policy to increase Argentina's capital 
resources and prevent inflation. An indiscriminate increase in public expenditure 
had therefore to be avoided. 

Australia 


The Minister for Commerce and Industry, Mr. J. McEwen, has asserted that, 
unless the General Agreement on Tariffs and Trade takes a more realistic view 
of Australia’s problems, the Federal Government will consider itself justified in 
withdrawing from the Agreement. He pointed out that whilst progress had been 
made at the recent G.A.T.T. conference in Geneva concerning Australia’s claims 
he was disappointed to find that he had not received more effective help from 
some of the great nations “ which undoubtedly understood Australia’s diff- 
culties ’’. Mr. McEwen alleged that Britain was helping to cause a distortion of 
Australia’s export trade by refusing to bind itself against the purchase of subsi- 
dized commodities offered by other countries. If this continued, Australia would 
have to consider reviewing the generous treatment extended to British goods by 
its own import policies “‘ in order to force the issue ”’ 

There has been a sharp deterioration in Australia’s dollar accounts. The 
deficit for the four months to the end of October last amounted to {A 15.3 
millions; in the corresponding months of 1953 the deficit was only £A 700,000. 
The increased deficit in 1954 resulted from an increase of {A 11 millions in dollar 
imports and a fall of £A 3 millions in dollar exports. 

The advances of the trading banks rose by a further {A 100 millions in the 
second half of 1954, bringing the increase since mid-1953 up to {A 200 millions. 
The latest increase was mainly a result of stronger demands for accommodation 
from primary producers and the distribution trades, resulting from the contraction 
in markets for Australia’s produce abroad and the simultaneous steep rise in 
imports. [It has been claimed that, but for the ability of the trading banks to 
satisfy this demand, the deterioration in Australia’s external payments would 
have had undesirably sharp repercussions on business activity. 

The rise in the trading banks’ advances has greatly reduced their liquidity, 
and it is expected that they will now have to exercise a stricter control over new 
lending. In order to reinforce the disinflationary effects that should result from 
the fall in liquidity ratios, the Australian authorities have sanctioned an increase 
of } per cent. in the maximum rates that trading banks and savings banks may 
pay on time deposits. 

Belgium 

The Belgian Government is obtaining a loan of U.S. $50 millions to finance 
an improvement in inland waterways and in the port of Antwerp. The loan is 
being made by an American banking group headed by Morgan Stanley and Co. 


—————— - sseanticnpeaimenntriiieies aie — Se —— ee 


* News of United States banking appears in ‘‘ American Review ”’ (page 112). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary” 
(pages 65-70 in this issue). 
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in co-operation with the International Bank for Reconstruction and Development. 
The American syndicate is offering to the public Belgian bonds, in four different 
maturities, to the value of $30 millions, whilst the World Bank is providing the 
remaining $20 millions in the form of a 15-year loan at 42 per cent. Amortization 
of the World Bank’s bonds begins only after the completion of the redemption 
of all the bonds released through the public issue. 


Brazil 

The new exchange arrangements are outlined on page QI in an article by a 
special correspondent. 

Talks are taking place with the United Kingdom authorities on the possibility 
of revising the arrangements for the repayment of Brazil's commercial arrears 
agreed between the two countries towards the end of 1953. Brazilians com- 
plain that the emphasis the agreement has placed on the use of its sterling earnings 
for the discharge of old debts has tended to keep trade at a low level. A further 
{374 millions of the debts remains to be discharged. 


Canada 


Total output declined by some Can. $500 millions in 1954 from the record 
level of $24,350 millions reached in 1953, according to the Bureau of Statistics. 
This setback is attributed wholly to lower output of field crops. 

At the end of November, 1954, official reserves of gold and U.S. dollars reached 
the new record level of Can. $1,922 millions. This was Can. $115 millions higher 
than a year before. 

The inflow of capital for direct investment during the first nine months of 
1954 dropped by 7 per cent. to $220 millions. But this was more than offset by 
the increased inflow of funds for portfolio investment, and the total net inflow of 
capital into Canada reached Can. $434 millions, 7 per cent. more than in the first 
three-quarters of 1953. Most of the funds for direct investment came from the 
United States and 60 per cent. of them went into oil development. 


Central African Federation 


The allocation of exchange for dollar imports is being raised to {10.4 millions 
sterling for the first half of 1955, an increase of {1 million on the allocation for 
the preceding six months. 

A report prepared by a body of French experts shows that hydro-electric 
projects at the Kariba and Kafue gorges could provide electric power of 8,470 
million kilowatt hours per annum, at a capital cost of £118 millions. 


Ceylon 


The chairman of the Bank of Ceylon, the bank that handles about a third of 
the commercial banking business of the country, has stated in his annual review 
that domestic economic conditions showed a “‘ complete recovery ’’ in 1954. 

Ceylon’s external assets increased further during the later months of 1954 to 
reach a level of- Rs. 863 millions at the end of October. There was a surplus in 
dollar trading of Rs. 107 millions in the nine months to the end of September, 
1954, slightly larger than the surplus in the comparable period of 1953. 


Colombia 


The International Monetary Fund has placed $25 millions in U.S. currency at 
the disposal of Colombia to help the Colombian Government liquidate commercial 
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payments arrears, largely owed to American exporters, amounting to $70 millions, 
The credit is equal to one-half of Colombia’s quota in the Fund. The normal 
ruling that countries may borrow from the I.M.F. only up to a limit of 25 per 
cent. of their quota in any period of twelve months was waived because the Fund 
had been favourably impressed by the vigour that Colombia had shown in taking 
steps to stem the drain on reserves (which dropped from $267 millions to $182 
millions between mid-August and the end of October last, since when they have 
risen to around $230 millions). The Fund is confident that, with the help now 
provided, the country will be able to liquidate its commercial arrears in orderly 
fashion. 


Egypt 
It has been reported that the National City Bank of New York and the Central 
Bank of Tokyo are to establish branches in Cairo. These would be the first 
American and Japanese banks to have branches in Egypt. | 


Finland 


The Bank of Finland’s gold and foreign exchange reserves rose during 1954 
from 19,700 million marks to 32,100 million marks (equivalent to {50 millions). 

The note circulation increased during the year by 3,000 million marks, to 
46,900 million marks. 


France 


M. Edgar Faure has vacated the post of Finance Minister to become Minister 
of Foreign Affairs. The new Minister of Finance is M. Robert Buron; M. Mendés- 
France, the Prime Minister, is, however, expected to play an increasing personal 
role in the direction of economic and financial policy. 

The outgoing Minister announced last month the removal of quota restric- 
tions on another 8 per cent. of the country’s import trade with O.E.E.C. countries, 
raising the percentage of France’s liberalized trade to 75 per cent. The special 
import duty (amounting in most cases to 15 per cent.) is, however, being applied 
to most of the freed products; for goods previously freed the levy has been reduced 
in many cases to between 7 and II per cent. 

The Employers’ Federation of the French Union has declared itself in favour 
of the liberalization of trade throughout the franc area, subject, however, to the 
imposition of preferential tariffs by a number of the territories in the region. 

The Finance Minister has set up a committee of experts to investigate the 
causes of the discrepancy between French prices and world prices of the goods 
still subject to quota restrictions in France. The intention is to discover ways of 
remedying this disequilibrium in order to permit further liberalization of trade. 


— 
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It has been announced that the proportion of foreign exchange earned by 
exporters that may be retained to pay for imports of raw materials and capital 
goods under the “‘ equipment accounts "’ system is to be reduced from Io to 5 

er cent. Exporters have, in fact, in many cases failed to take full advantage 
of the retention facility in recent months. 


Germany 


Early in January the Bank Deutscher Laender announced a reduction of } per 
cent. in rates of discount for Treasury bills. This brought the rate for 60-90 day 
bills down to 2% per cent. and that for 30-59 day bills to 2} per cent. 

The rate of expansion in German heavy industries is causing the Federal 
Government some concern. The Minister for Economic Affairs, Professor Erhard, 
has issued a warning that he will not hesitate to lower tariff rates and liberalize 
imports further “‘to prevent any excessive symptoms of boom ”’. Industrial 
output has now risen to double the pre-war level. 

Trade negotiations with the United Kingdom are stated to have resulted in a 
satisfactory settlement of a number of outstanding issues. Quotas are to be 
raised in 1955 to allow an additional flow of goods to the value of £550,000 sterling 
in each direction. An interim agreement on trade in agricultural products during 
the first six months of 1955 has also been concluded with France (pending the 
conclusion of talks on a three-year trade pact). An additional DM. 225 millions 
of export risk guarantees has been underwritten by the State in connection with 
the sale of goods to Turkey on a deferred payment basis. 


India 


The International Bank for Reconstruction and Development has announced 
that it has approved a loan of U.S. $10 millions to the Industrial Credit and 
Investment Corporation of India, the institution that is being set up this year to 
assist the expansion of private industry. 

The Government has indicated that it intends to establish effective State 
control of the Imperial Bank of India as a first step to setting up a State com- 
mercial bank. It has stated that should it acquire shares of the Imperial Bank 
or any other banks, or exchange their shares for shares in the new banking 
organization, the values of such shares exchanged or bought would be determined 
on the basis of market values of existing shares during a specified period preceding 
the publication of the report of the Reserve Bank’s Committee of Direction 
Mm 1954. 

The Reserve Bank Committee’s report advocated measures to strengthen 
agricultural credit facilities by enlarging the banking system, and suggested that 
a State bank in which the Reserve Bank would hold a 52 per cent. interest should 
be set up for this purpose. It is believed that the proposed nationalization of the 
Imperial Bank is largely to facilitate the creation of the new credit system, since 
the Imperial Bank, about 65 per cent. of whose capital is now owned in India, 
has the most extensive branch network in the country. 

The Government has also announced that it is taking power to acquire com- 
pulsorily agricultural land, property, companies’ mineral rights and other assets. 

The tea export duty has been raised to take advantage of the prolonged rise 
in the world price. 


Iraq 


It has been decided that the unused balance of U.S. $6.5 millions of the loan 
of $12.8 millions made to Iraq by the International Bank for Reconstruction and 
Development in 1950 shall not be drawn. The reason is that Iraq’s external 
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resources have risen more rapidly in recent years than was expected when the 
loan was negotiated. 


Irish Republic 


Banking activity has been slowed down by a new dispute over salaries and 
working conditions between the Irish Banks Joint Committee (the employers’ 
organization) and the Irish Bank Officials’ Association. When negotiations ended 
in deadlock, the Irish Bank Officials’ Association issued an instruction to its 
members calling for a shortening of the normal working week to 30? hours, a 
reduction of about 6? hours from the normal level. Considerable arrears of work 
have accumulated in consequence. 


Israel 


It has been announced that the chairman of the Bank Leumi. le-Israel, the 
country’s leading commercial bank, has been appointed head of the Advisory 
Committee that is to guide the Government’s new central bank. 

The policy of relaxing credit controls begun in August has been reversed. 
The Government has decided to freeze the credit supply at its existing volume 
for an indefinite period as a precaution against inflationary pressures. 


Japan 
A survey prepared by the Bank of Japan argues that because the improvement 
in Japan’s economic affairs has not yet been sufficiently marked the deflationary 
policy inaugurated in 1954 must be vigorously continued during 1955. 
By the end of 1954 gold and foreign exchange reserves amounted to approxi- 
mately U.S. $1,000 millions, compared with $800 millions in May. These totals, 
however, include sums equivalent to about $185 millions owed to Japan by 


South Korea and Indonesia. 
It has been reported that the Anglo-Japanese trade discussions that were to 


be held early in 1955 will be postponed until later in the year and that the existing 
agreement, which was due to expire at the end of March, is to be extended for a 
further period without substantial modification. Japan’s sterling holdings have 
recently increased to about {60 millions, but part of this sum arises from short- 
term credits raised by Japan in London. 


Jordan 
Britain has agreed to increase economic aid to Jordan to £2.5 millions in the 
vear to March 31, 1956, compared with £2.35 millions in 1954-55. In addition, 


ENGLISH ee TINENTAL 
LTD 
69 Old Broad Street, London, E.C.2 


MERCHANT BANKERS 














Directors: 
SIR IAN R. H. STEWART-RICHARDSON, BT. THE RT. HON. THE EARL OF HARDWICKE 
WALTER STRAUSS R. BITTLESTONE 





Telephone : London Wall 5515 (6 lines) Cables : Engtrans, London 














| the 


and 
vers’ 
nded 
d its 
rs, a 
vork 


nent 
1ary 


‘OXi- 
tals, 


e to 
ting 
or a 
lave 
ort- 


the 


we tT 


a 














INTERNATIONAL BANKING REVIEW 119 





——— 


Britain will continue to provide finance amounting to about £7 millions per 
annum for the support of the Arab Legion. 


Nicaragua 
A committee set up by the President of the Republic to study means of estab- 
lishing the greatest possible measure of freedom of trade and payments has drawn 
up a plan providing for the eventual adoption of a uniform rate of exchange. 
The Government has decided to implement the plan, and, as a first step, has 
announced a simplification of the present rates structure. 


Pakistan 


The Pakistan authorities have announced a further liberalization of imports 
for the trading period ending on June 30, 1955. Among the items affected by 
the new policy change are cotton and other textile fabrics, motor cars, industrial 
machinery and printing machinery. It has also been stated that, with the 
exception of some items to be imported from France and Japan under bilateral 
treaties, all licensed items can in future be imported from any part of the world. 
Previously the country’s import licensing system discriminated against goods 
imported from the dollar area. 

A comprehensive survey is being made of manpower resources to provide the 
Planning Board with up-to-date information. 

The managing director of the central bank has announced that an industrial 
bank with an authorized capital of Rs. 20 millions will be opened in mid-1955. 
The bank is intended to fill a gap in the facilities at present available for industrial 
development and will assist the financing of both large and small concerns. Half 
of its capital will be raised in Pakistan and the remainder in Britain and the 
United States. In addition, it will have at its disposal resources of Rs. 70 millions 
—in deposits provided by the World Bank, the Pakistan central bank, and the 
Government of Pakistan. 


South Africa 


The Finance Minister, Mr. Louw, has described the response to the Govern- 
ment’s cash and conversion operation in December as gratifying. Cash sub- 
scriptions to the new 4} per cent. 1974 stock and the new 3} per cent. 1959 stock 
totalled £38.5 millions, and 82 per cent. of the {9.5 millions of maturing stock 
eligible for conversion was exchanged for the new issues. 


Sweden 
The Swedish central bank has been engaged in discussions with representatives 
of the commercial banks regarding measures to tighten credit. The talks are a 
sequel to the increasing concern in Government circles about a possible re-emergence 
of inflationary pressures. 


Turkey 


Agreement has been reached with Britain on the terms for the repayment of 
the commercial debts outstanding to British exporters, totalling between {10-12 
millions. Turkey will set aside 20 per cent. of its sterling earnings derived from 
the sale of “‘ traditional ’’ Turkish products to Britain (mainly raisins, dried figs 
and nuts) for debt repayments, which will be not less than {14 millions in 1955 
and 1956 and not less than {2} millions in the three following years. 

The maximum period for the repayment of the debts is thus five years. But 
the agreement provides for the possibility of a considerably shorter period of 
repayment by attemptir» to encourage exports of “ non-traditional *’ Turkish 
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produce (including wheat, cotton, copper and chrome). One-half of the proceeds 
from these exports is to be applied to liquidation of old debts, on a bilateral basis 
with the U.K. creditors who arrange for such exports. 

A further sharp fall in export earnings has reduced the country’s exchange 
reserves, despite the stringent restrictions on imports imposed for the past 
two years. 
Yugoslavia 

Under new arrangements concluded with Britain, official credits made available 
to Yugoslavia between 1949 and 1951 to a total value of £17 millions will be 
repayable over a period extending to 1962, instead of 1958 as originally intended. 
The rate of interest payable on the credits has also been fixed below the original 


figure. 





Appointments and Retirements 





National Bank—Mr. M. J. Cooke, chairman of the bank since 1933, has resigned on medical 
He is succeeded by the Right Hon. Lord Pakenham of Cowley, P.C. Mr. William 


grounds. 
London: Mr. A. J. Prendergast to be manager 


Antony Acton has been elected deputy chairman. 
on retirement of Mr. S. Archer. 

Associated Australasian Banks in London—Mr. D. J. M. Frazer, London manager of the 
Bank of New South Wales, has been appointed chairman of the Associated Australasian Banks 
in London for 1955. 

Bank of Montreal—London, Threadneedle St.: Mr. C. H. Redman became assistant manager 
on December 1, 1954, and not manager as stated in our January issue. The manager, in fact, 
remains Mr. A. D. Harper. 

Barclays Bank—wNottingham District, Local Head Office: Mr. F. J. Hart to be district manager. 
Head Office, Advance Dept.: Mr. R. P. Weeden, from Kingston-on-Thames, to be a Controller of 
Advances (London District). London—Alperton: Mr. E. A. Post, from Cannon St., to be manager; 
Bethnal Green Rd.: Mr. J. E. Walker, from Stockwell, to be manager; Bishopsgate: Mr. F. G. 
Llewellyn, from Spitalfields, to be manager; Cannon St.: Mr. A. H. Evans, from Bethnal Green 
Rd., to be manager; Lea Bridge Rd.: Mr. A. J. Waghorn, from Roman Rd., to be manager; 
Roman Rd.: Mr. J. M. Joseph, from Bow, to be manager; Spitalfields: Mr. G. F. Tomlins, from 
Warren St. Stn., to be manager; Stockwell: Mr. A. R. Pratt, from Earl’s Court, to be manager; 
Stratford Broadway: Mr. A. B. Lavery, from Lea Bridge Rd., to be manager; Warren St. Sin.: 
Mr. E. F. J. Hetherington, from Fleet St., to be manager. Bournemouth, Old Christchurch Rd., 
Charminster Rd. and West Cliff: Mr. C. G. Kimber, from Stratford Broadway, to be manager. 
Clydach: Mr. W. T. O. Williams to be manager. Llandrindod Wells: Mr. F. G. Lester, from 
Oswestry, to be manager. Pontardawe: Mr. D. T. R. Jones to be manager. 

Chartered Bank of India, Australia & China—Mr. H. F. Morford, deputy chief general 
manager, to be chief general manager on retirement of Mr. W. R. Cockburn, who now joins 
the board. Mr. David Beath and Mr. Stafford C. R. Northcote to be assistant general managers. 
District Bank—Head Office, Trustee Dept.: Mr. J. S. Williamson to be trustee manager. London, 
Victoria St.: Mr. E. G. Dudley to be manager. Manchester and Salford—High St.: Mr. J. Herrod, 
from Hazel Grove, to be manager; Swan St.: Mr. T. E. Storey, from High St., Manchester, to be 
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Alderley Edge: Mr. A. N. Swinfin to be manager. Hazel Grove: Mr. K. D. C. Davis, 


manager. . 
S Heswall: Mr. E. Hardy to be manager. Holmrook: 


from Swan St., Manchester, to be manager. 


Mr. W. L. Rule to be manager. . a 
Hongkong and Shanghai Banking Corporation—Mr. M. D. Scott to join the management 


of the London Office on retirement of Mr. H. A. Mabey. | 
Lloyds Bank—Head Office, Eastern Dept.: Mr. E. F.C. Carle to be assistant manager on retire- 
ment of Mr. S. Rainsbury. Bristol—Redland: Mr. R. P. Beddow, from Regent St., Clifton, to 
be manager on retirement of Mr. C. H. G. Thomas, M.C.; Regent St., Clifton : Mr. B. H. Rees, 
from Taunton, to be manager. Ellesmere: Mr. P. J. Luker, from Leamington Spa, to be manager 
in succession to the late Mr. R. O. Boore. . | 
Martins Bank—Blundellsands: Mr. W. C. Frost, from Linacre, to be manager. Lincoln : 
Mr. H. A. Wilmot, from Blundellsands, Liverpool, to be manager. Janchester, Gt. Ancoats St.: 
Mr. W. S. Carter, from All Saints, to be manager. . | . 
Midland Bank—Head Office: Dr. Alexander Fleck, chairman of Imperial Chemical Industries 
Ltd., has been elected a member of the board; Sir George L. Barstow and the Right Hon. Lord 
McGowan have resigned their seats owing to advancing years. London—Acton | ale : Mr. 
C. R. C. M. Hammond, from Shaftesbury Ave., to be manager 1n succession to Mr. H. C. Windsor; 
Bermondsey St.: Mr. H. I. Rees to be manager in succession to Mr. W. Miller; Colindale : Mr. 
a W. Baker, of Victoria St., Westminster, to be manager on retirement of Mr. J. L. Gow; 
Newgate St.: Mr. W. Miller, from Bermondsey St., to be manager on retirement of Mr. A. B. 
Pender. Bournemouth, West Southbourne: Mr. E. D. Ford to be manager in succession to Mr. 
L. C. Bridgeman. Cardigan: Mr. P. E. Prytherch to be manager on retirement of Mr. D. L. 
Lewis. Chepstow: Mr. C. H. Budden, from Swansea, to be manager on retirement of Mr. L. E. 
Edwards. Darlington: Mr. A. H. Wilson, from Middlesbrough, to be manager in succession to 
the late Mr. H. G. Marsay. Durham: Mr. T. H. Rook, from Newcastle-on-Tyne, to be manager 
in succession to the late Mr. C. J. Rickinson. Folkestone: Mr. L. Cc. Bridgeman, from West 
Southbourne, Bournemouth, to be manager on retirement of Mr. E. S. Cockell. Halesworth ; 
Mr. A. W. L. Andrews to be manager. Harrow: Mr. H. C. Windsor, from Acton Vale, to be 
manager on retirement of Mr. H. E. Easton. Hawarden: Mr. A. H. Reidford to be manager. 
Kingsbridge: Mr. A. W. Chowne, from Monmouth, to be manager on retirement of Mr. W. F. 
Lock. Middlesbrough, Exchange Place and Marton Rd.: Mr. G. W. Evans, from City Sq., Leeds, 
to be manager in succession to Mr. A. H. Wilson. Monmouth: Mr. AK. G. Pearce to be manager 
in succession to Mr. A. W. Chowne. Tonypandy: Mr. G. L. Beavis, from Briton Ferry, to be 
manager on retirement of Mr. A. F. Thomas. Tvreorchy: Mr. W. G. Jones to be manager. 
National Bank of Scotland—Casitle Douglas: Mr. R. W. Blackett to be sole manager on death 
of the late Mr. W. D. Gillespie. Greenoch, West End: Mr. A. R. Gregson to be manager on retire- 
ment of Mr. F. H. Buckeridge. 
~~ dee Provincial ee a Dept.: Mr. J. Burman and Mr. D. J. A.C. W. 
Donohue to be assistant managers; Camden Town: Mr. G. H. Peirce, from Swiss Cottage, to be 
manager; Finchley, Church End: Mr. W. Robinson to be manager in succession to the late Mr. 
L. R. Norrish. Bristol, Ashton Gate: Mr. S. H. Bates, from Rochdale, to be manager on retire- 
ment of Mr. E. E. Milner. Grantham: Mr. W. E. Roberts, from Leighton Buzzard, to be manager 
on retirement of Mr. C. R. Jones. St. Austell: Mr. F. G. Downing, from Plympton, to be manager 
on retirement of Mr. A. G. March. Sittingbourne: Mr. D. Nealon, from Rochester, to be manager. 
Stafford: Mr. R. E. Hanlon to be manager on retirement of Mr. F. W. Parkin. Leighton Buzzard: 
Mr. G. C. Stock, from Banbury, to be manager. Plympton: Mr. L. R. 5. Smith to be manager. 
Pontypool: Mr. G. O. Williams, from High 5St., Nottingham, to be manager. Rochdale : Mr. J. A. 
Greenhalgh, from Aintree, Liverpool, to be manager. Spennymoor: Mr. W. S. Taylor, from 
Grainger St., Newcastle-on-Tyne, to be manager on retirement of Mr. J. Metcalfe. Wem: Mr. 
K. J. Bulmer, from Stockport, to be manager in succession to the late Mr. A. J. Carnall. 

Royal Bank of Scotland—A/yth: Mr. J. C. Johnston to be manager on retirement of Mr. A. 
Tavendale. . 
Union Bank of Scotland—Beith: Mr. A. Manson, from Stonehaven, to be manager on retire- 
ment of Mr. S. Kerr. 

Westminster Bank— Bridport : Mr. E. D. Pickering, from Bridgwater, to be manager. Hanham: 
Mr. C. Griffith to be manager. Lambeth: Mr. L. J. Bourne, from Borough, to be manager in 
succession to the late Mr. A. L. Jenner. Plymouth and Plymouth, Mutley Plain: Mr. T. P. 
Powlesland to be manager on retirement of Mr. F. L. Walford. Sé. Mary Axe: Mr. L. J. T. 
Webb to be manager. Uxbridge: Mr. P. L. Clark to be manager. West Wickham: Mr. A. R. I. 
Barnes, from Norbury, to be manager on retirement of Mr. C. L. Roe. Amersham-on-the-Hill: 
Mr. E. D. Spooner to be manager. Bowes Park: Mr. E. J. Cope to be manager. Burgess Hill : 
Mr. L. R. Marriott to be manager. Claygate: Mr. L. J. Reid to be manager. Cockermouth . 
Mr. A. J. Nicholson to be manager. Farnborough, Kent: Mr. C. Ferguson to be manager. 
Luton, Dunstable Rd.: Mr. O. C. Pickering to be manager. Marlow: Mr. F. A. Warren to be 
manager. St. Ives, Hunts : Mr. H. Wheldon to be manager. Waddon : Mr. H. A. Groves to 
be manager. West Malling: Mr. W. S. Claridge to be manager. Woburn Sands: Mr. H. C. R. 


Wyeth to be manager. 
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Banking Statistics 


Trend of ** Risk ’’ Assets 


(Figures in ttalics show percentages of gross deposits) 


Barclays: 
Advances 
O/ 
/O cm J 
Investments 
0/ 
/O 
Lloyds: 
Advances 
0/ 
/O : . 
Investments 
O/ 
" /O 
Midland: 
Advances 
0/ 


/O * -¢ 
Investments 
Oo 


oO *e *e 
National Provincial: 
Advances 
0/ 


/0 adie 
Investments 
/0 o 
Westminster: 
Advances 
O/ 
/ Oo *e 
Investments 
= ee 
District: 
Advances 
O/ 
/O . . 
Investments 
o/ 
F /O 
Martins: 
Advances 


0/ 


/O ee 
Investments 
o/ 


/O . o . . . . 
Eleven Clearing Banks: 
Advances .. 7 
ae 
Investments 


0/ 
0 


Liquid Assets :* 
Barclays 
Lloyds 
Midland R 
National Prov. 
Westminster 
District 
Martins — 
All Clearing 
Banks 39.0 32. 


* Cash, call money and bills. 








1951 


Actual {mns. 





: 1953 

Oct. Nov. Dec. 
308.5 371.0 353-5 
29.2 29.3 25.5 
310.4 425.7 501.7 
25.0 33.6 36.1 
345.2 351.1 301.2 
30.2 30.7 25.0 
279.0 371.2 413.8 
24.4 2.5 34-3 
393-3 397-1 343-0 
29.6 30.1 23.8 
329.4 433.8 488.0 
24.9 32.5 33-5 
290.3 298.1 244.2 
35-4 37.2 25.1 
105.9 230.9 252.8 
20.2 28.8 29.0 
245.0 249.5 222.5 
31.2 31.6 26.1 
209.4 263.6 281.3 
26.3 33-4 329 
60.1 62.6 60.9 
25.6 26.6 24.2 
71.5 91.6 93.5 
39-5 35.9 37 +2 
39.6 O1.4 53.5 
29.1 29.3 25.3 
75.0 102.8 120.9 
25.5 33.0 36.6 
1,897.0 1,925.2 1,706.5 
30.6 ar 2 25.5 
1,555-2 2,032.7 2,275.2 
25.1 32-9 34-0 





Trend of Bank Liquidity 


1952 
Apr. Apr. 
% % 
31.6 31.4 
31.3 31.0 
2.2 34.2 
31.1 29.8 
30.9 35.8 
29-5 33-9 
34-3 33-9 
31.6 32.4 


+t Eve of “‘ new 





1953 

Oct.t Nov. Dec 

0/ 0/ % 

/O /O 0 
35-9 35-0 34.8 
30.9 30.7 30.0 
38.3 37.6 38.8 
37-2 37-7 39-5 
37-6 37.9 37.0 
35-7 35-9 35-5 
33-6 33.8 34.6 
36.6 36.5 36.8 


> 


monetary policy. 























{mmns. 

1954 Change Change since 
Dec. on Year Oct., 1951 
388.8 + 35.3 tt 20.3 
27.0 

513.2 + 11.5 +196.8 
35-6 

313.3 + 12.1 — 31.9 
25.1 

428.4 + 14.6 -+142.8 
34-4 

398.1 + 54-5 r+ 4.8 
26.7 

489.9 + 1.9 +160.5 
32-9 

249.9 TT Be? — 40.4 
27.5 

285.6 + 32.8 -119.7 
31.4 

209.9 + 47.1 r 22.3 
29.5 

310.3 + 29.0 -TO00.9 
33-9 
65.9 tf 5.0 + 5.8 
25.8 
97.38 + 4.0 - 26.3 
32.6 
96.4 +- 12.9 + 6.8 
29.1 

109.7 —- II.2 + 31.1 
33.1 

1,897.3 +-190.5 + 0.3 
27-3 
2,352.8 + 77.0 + 797.6 ; 
33-9 
1954 

Mar. Sept. Oct. Nov. Dec. 
% %o % % %o 

31-3 33-5 34-5 34-9 33-3 

33-9 34-0 34-7 34-1 34.2 

34-I 35-7 36.0 35.7 306.4 

33-9 33-4 34-1 35-0 37-2 

34.2 32.1 33.1 33.3 32.2 

33.2 31.5 32.0 33.2 32.2 

31.3 30.8 30.6 31.3 33.2 

33.0 33.7 34.3 34.2 34.3 

t After third funding. 








ye Since 
, I95I 


20.3 


96.8 


31.9 


oo 


42. 
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Banking Trends over Thirty Years* 
“* Risk ”’ Assets 





Liquid Assets 





Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: £mn. £mn. % {mn. {mn. % 
1921 oe 1,759 680 38 —- 325 833 64 
1922 = 1,727 658 37 — 391 750 64 
1923 on 1,628 581 35 -= 3506 761 67 
1924 o 1,618 545 33 -= 341 808 69 
1925 a 1,610 539 32 —- 286 856 69 
1926 “ 1,615 532 32 -- 265 892 70 
1927 wa 1,661 553 32 oo 254 928 69 
1928 - 1,711 584 33 -- 254 948 68 
1929 . 1,745 568 32 on 257 991 69 
1930 ‘* 1,75! 596 33 — 258 963 68 
1931 os 1,715 560 32 — 301 919 69 
1932 és 1,748 611 34 -- 348 844 67 
1933 = 1,909 668 34 — 537 759 66 
1934 - 1,834 576 31 — 560 753 70 
1935 = 1,951 623 31 — 615 769 69 
1936 5% 2,088 692 32 —— 614 839 68 
1936 “ 2,160 713 32 -~ 643 865 68 
1937 ae 2,225 683 30 -— 652 954 70 
1938 i“ 2,218 672 30 -- 637 976 71 
1939 ~ 2,181 648 29 — 608 9gI 71 
1940 _ 2,419 785 31 73 666 955 65 
1941 = 2,863 676 23 495 894 858 59 
1942 o« 3,159 712 22 642 1,069 797 57 
1943 .. 3,554 723 20 1,002 1,147 747 52 
1944 se 4,022 788 19 1,387 1,165 750 46 
1945 - 4,551 886 19 1,811 1,156 768 4! 
1946 “ 4,932 1,280 25 1,492 1,345 888 44 
1947 - 5,463 1,646 29 1,308 1,474 1,107 46 
1948 . 5,713 1,703 29 1,284 1,479 1,320 47 
1949 _ 5.772 1,920 32 983 1,505 1,440 49 
1950 - 5,811 2,345 39 430 1,505 1,603 52 
1951 ‘a 5,931 2,308 38 247 1,624 1,822 56 
1952 ea 5,856 2,097 34 — 1,983 1,838 62 
1953 _ 6,024 2,201 35 — 2,163 1,731 62 
1954 is 6,239 2,190 34 : 2,321 [,504 04 
IQ51: 

Oct.f ni 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.f .. 5,973 1,981 32.0 108 2,033 1,925 64.0 
1953: 

Nov. - 6,194 2,344 30.5 — 2,245 1,676 61.1 

Dec. ws 6,370 2,460 30.8 2,275 1,707 59.5 
1954: 

Oct. vie 6,375 2,265 34.3 -— 2,304 1,824 63.4 

Nov. - 6,433 2,287 34.2 — 2,304 1,859 63.2 

Dec. . 6,558 2,382 34.3 -- 2,353 1,897 61.2 


* Ten clearing banks for 1921-35, thereafter eleven oma for italicized line for 1936. 
t+ Bank statements immediately before and after the launching of the “new” monetary 
policy and the first special funding operation. 





Floating Debt 


Jan. 23, Jan. 1, Jan. 8, Jan. 15, Jan. 22, 
1954 1955 1955 1955 1955 
Ways and Means Advances: fm. fm. fm. {m £m 
Bank of England .. oa — — — — — 
Public Departments o* 260.1 263.4 264.6 260.5 262.3 
Treasury Bills: 
Tender a” a se 3090.0 3420.0 3400.0 3350.0 3310.0 
Tap .. ‘a "i “ 1489.0 1822.5 1771.4 1719.2 1662.7 

















4845.1 5505-9 5430.0 5329.7 5235-0 
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Savings 


National Savings 


(£ millions) 


Certi- Defence Savings Total 
ficates Bonds Banks Small 
(net) (net) (net) 
1945-49 — — 6.0 — 6.4 +-39.8 + 26.8 
1949-50 —23.4 — 15.6 —- 29.7 -— 95.7 
1950-51 .. — 5-5 — 20.7 — 64.7 — 90.9 
1951-52 +19.8 —14.7 — 9o.° — 85.2 
1952-53 -- +20.8 —I1.3 —131.6 —122.1 
1953-54 +19.0 + 0.3 - 79.3 — 60.0 
1953 
April-Nov. -+I1I.1 — 4.1 —-68.4 -— 61.4 
December —- 0.2 + 0.58 — 34.2 — 33.6 
1954 
April-Nov. -+20.4 +-23.9 —18.0 + 55.5 
December +- 5.4 + 9.0 —37.9 — 23.5 


* After taking 


account of 


net sales through 


securities other than defence bonds. 


Years and 
Quarters 


1946 os 
1947 
1945 
1949 
1959 
I95I 
1952 
1953 
1954 
1953: 


II 

Ill 

IV 
1954: 

I 

I 

Ill 


October 
November 
December 


IV 


* Portion of monthly deficit or surplus settled in gold (in 


period). 
+ Comprising a 


1953 and 1954. 


Accrued 
Interest 


(net) 
102.58 
100.5 

95-3 
Q4. 
SS. 
S8S.6 


——- 


506.6 
6.5 


60.5 
0.4 





Change 
in Total 
Defence Remain- 
Bond ing 
Maturity Invested 
—52.1 +59.5* 
—- 0.9 +24.2* 
— + 4.1* 
—42.6 — 30.5* 
—45-5 — 73-4" 
—38.4 ~12.2* 
25.5 — 32.0 
— I.I — 238.0 
22.4 +064.8 
— 0.9 — 15.0 


the Post Office Savings 


Britain’s Gold and Dollar Reserves 


(Millions of U.S. dollars) 
Net Gold and Dollar 


With 
E.P.U.* 


10 


—-——_— 


Surplus (+) or Deficit (—) 


Net 
With Surplus 
Other or 
Areas Deficit 
- —- gods 
-4131 
-I710 
1532 
7Q1 S05 
: 400 7 30 
433 540 
~ 407 492 
-119 214 
QS 140 
55 -|~ 30 
-IOI 150 
[O2 IO7 
253 314 
57 60 
+ I2 + 1985 
- 32 —- 25 
we + Id 
5 + I J 


Ameri- 
can 
Aid 


652 
IIQgb 
702 
I9Q9 
425 
397 


152 


Special 


Payments 


and 


Creditst 


—+- 


-I123 
3513 
+ 805 
10s 
+ 45 
— J 70 
— I38I 
— Id!I 
— 400 


— 159 


— 189 





month following 


Total 
Remain- 
ing 
Invested 
OIOI.9 
6126.7 
6130.8 
6094 - 
6020.¢ 
6008.7 


~ 


5958.0 
5900.0 


6073.6 
6055.6 


Banks of Government 


Financed by: 


Change 
in 
Reserves 
+ 220 
615 
— 22 
—- I60d 
+1612 
— 905 
— 489 
t- O72 


244 


320 
20] 
11g 


- 


107 


33- 
— II160 


35 
II 
— 163 


139 


Reserves 


at End 


of Period 


2090 
2079 
15560 
1055 
3300 


2100 
2307 
2456 
2515 


2035 


3017 
2901 


2930 
2925 


>—7f) >? 
«/V- 


2702 


each accounting 


‘“ repurchase *’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 


The special credits comprised $4,909 millions from U.S. and Canadian credits in 


1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 


gold loan of 1948. 
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THE NATIONAL BANK 
OF KUWAIT LTD. 


ESTABLISHED 1952 
Under Charter granted by H.H. Shaikh Sir Abduila Al Salim Al Subah, K.C.M.G., C.LE., 
Ruler of Kuwait 


BALANCE SHEET as at 31st DECEMBER, 1954 


LIABILITIES 


Indian Rupees 

Capital, Authorised. Issued 
and paid up 

General Reserve 

Current, Deposit and Other 

Accounts, including pro- 


13,100,000 
1,600,000 


visions for contingencies.. 141,870,387 
Dividend Payable .. 1,048,000 
Profit and Loss Account 

Balance 3 ; 207,988 
Confirmed Credits and Guar- 

antees on behalf of Cus- 

tomers, as per contra 27,805,870 





185,632,245 


KHALED ZAID ALKHALED 
Chairman 


AHMED SAOUD ALKHALED 
Deputy Chairman 


ASSETS 


Indian Rupees 

Cash and Balances with Banks 57,785,303 
British Government Treasury 

Bills. . : 42,656,000 

British Government Securities 12,144,358 
Advances to Customers, Bills 
discounted and Other Ac- 

counts . 44,800,714 
Land, Buildings and Furni- 
ture, less amounts. written 


"re ie - roa 440,000 
Liability of Customers for 

Confirmed Credits and 

Guarantees, as percontra.. 27,805,870 





185,632,245 


A. E. MEDLYCOTT 
General Manager 


We have verified the Assets and Liabilities of THE NATIONAL BANK OF Kuwait LTD., 
as set forth in the above Balance Sheet. In our opinion such Balance Sheet is properly 


drawn up so as to exhibit a true and correct view of the state of the Bank’s affairs as at the 
3ist December, 1954, according to the best of our information and the explanations given 
to us and as shown by the books of the Bank. 








Kuwait WHINNEY, MURRAY & CO., Chartered Accountants 


January 1955 


Auditors 


PROFIT AND LOSS ACCOUNT 
For THE Periop 1st DECEMBER, 1953—31sT DECEMBER, 1954 


Indian Rupees 
Transferred to General Re- 





serve 900, 
Provision for ‘payment of di- 
vidend of 8% me 1,048,000 
Balance Carried Forward am 207,988 
2,155,988 


London Correspondents: 


Midland Bank Limited 
Eastern Bank Limited 


Chase National Bank of the City of New York 


Lloyds Bank Limited 


Indian Rupees 
Profit after charging all ex- 
penses and making pro- 





visions for contingencies .. 2,038,589 

Balance brought forward 
from last year ‘a Ge 117,399 
2,155,988 


New York Correspondents: 
Irving Trust Company 
Chase National Bank of the City of 
New York 
Bank of America 





Correspondents in all principal countries 





A COMPLETE BANKING SERVICE FOR TRANSACTIONS WITH KUWAIT 
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BARCLAYS BANK LIMITED 


Anthony William Tuke, Chairman. 
Sir Frederick Cecil Ellerton, Deputy Chairman. 
Cuthbert Fitzherbert, 
Anthony Charles Barnes, D.S.O., O.B.E., Vice-Chairmen. 
General Managers : 
R. G. Thornton, J. D. Cowen, E. Brimelow. 
General Manager (Staff): A. G. Boyd. 


Statement of Accounts, 31st December, 1954 


LIABILITIES £ 

Current, Deposit and other Accounts ............... 1,439,930,557 
Acceptances, Guarantees, Indemnities, etc., for 

account of customers.....................00000: 45,962,390 
I idihak sid encidcsubctdudpidistapesenss ote 22,914,703 
ICT AT OS ER Ree 16,750,000 

ASSETS 

Cash in hand and with the Bank of England ... 123,540,465 
Balances with other British Banks and Cheques 

in course of collection .......................000- 73,502,833 
Money at Call and Short Notice ..................... 109,387,500 
I 247,104,525 
NTRS cet OTE Le ET Ee Repay ee 511,220,779 
Advances to customers and other Accounts ...... 388,808,982 
Investments in Subsidiaries :— 1 

The British Linen Bank ........................ 3,728,558 

Barclays Bank D.C.O. ................cseecseeees 8,790,236 

sn scleehipabeeesionnes 1,338,152 
Other Trade Investments ..........................0005 1,957,420 
Bank Premises and adjoining Propertiés ......... 10,215,810 
Customers’ Liability for Acceptances, Guarantees, 

ko urd sok spinel dceahees 45,962,390 


HEAD OFFICE: 
94 LOMBARD STREET, LONDON, E.C.3 
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BARCLAYS BANK LIMITED 





A Year of Great Activity 





Restoration of Confidence and Business Prosperity 





Mr. A. W. Tuke on Profit, Dividend and Wage Question 





HE annual general meeting for the year 

1955 of the stockholders of Barclays Bank 

Limited will be held at the Head Office 
of the Bank, 54 Lombard Street, London, 
E.C.3, on Thursday, February 10, 1955. 

The following is an extract from the circu- 
lated statement of the Chairman, Mr. Anthony 
William Tuke: 

In the business world in this country it has 
been a vear of great activity, though there have 
been no spectacular events, if we except the 
recent revelation of the progress which has been 
made since the war in the application of the 
principles of atomic energy to peaceful uses; 
progress which may, for all that we can foresee 
today, be the forerunner of a second Industrial 
Revolution. We have seen no strokes of genius 
by Governmental or other authorities in home 
affairs, but more controls have been removed, 
and industry and commerce have _ further 
demonstrated their power to expand when left 
alone. Even the most obstinate Bourbons 
must surely see that life in this country has 
become more agreeable in the last few years, 
even if it is a little more expensive. 

Some anxiety has been expressed in recent 
weeks about the possible recurrence of inflation, 
of which there is always a danger at a time of 
very fullemployment. Without doubt much of 
the expansion of the supply of money in the 
past year has been required by higher pro- 
duction and by the increase in our reserves of 
gold and dollars. There is in fact no economic 
barometer for the exact measurement of in- 
flationary pressure. There are certain symp- 
toms by which danger can be recognised, such 
as rising prices, especially of raw materials and 
wholesale goods; shortages in the shops and 


delays in deliveries; a rapid and continuous 
deterioration in our balance of trade; in fact, 
an excess of demand over supply in any field. 
With the important exception of the labour 
market and possibly of the Stock Exchange, it 
cannot be said at the moment that any of these 
dangerous symptoms is apparent, and even in 
the labour market the pressure is by no means 
uniform throughout the United Kingdom. 
There are certain places where the supply still 
exceeds the demand, notably in Northern 
Ireland, where several subsidiary factories have 
already been set up by English industrialists 
with encouragement from the Government. 
There is, however, a general feeling that danger 
is not far below the surface, and if this isa 
correct diagnosis the ‘‘ good ”’ Budget which 
is so confidently anticipated on all sides may 
prove after all to have been a mirage. 

The continued increase in our prosperity 
throughout last year was the more remarkable 
in the face of a distinct recession of business 
turnover in the United States of America, a 
phenomenon which might have been expected 
to provoke serious reactions in this country. In 
fact we took it in our stride, even if no one can 
say quite how we managed it. In economic 
forecasting the only thing that seems certain is 
its uncertainty. It is, I believe, all a question 


_ of confidence. 


Restoration of Confidence and Business 
Prosperity 


A natural and very satisfactory result of the 
restoration of confidence and of business 
prosperity is that there has been a long series of 
good reports from industrial companies bring- 
ing in many cases tangible benefits to share- 
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holders. Unhappily this has produced an un- 
favourable reaction in certain quarters where it 
would seem that logical thought has yielded 
place to pathological prejudice, or has*become 
clouded with philosophic doubts. I would beg 
those who are affected in these ways to put 
aside any preconceived bias and to consider 
certain questions which I will set out. Firstly, 
who are the principal beneficiaries of an in- 
creased industrial dividend or other distribu- 
tion? Are they a small number of large 
individual investors who will pay tax at rates 
up to 19s. in the £ on the increase, or are they 
a multitude of men and women, individually by 
no means rich, who are investors in their own 
right or through the medium of insurance com- 
panies, pension funds and other corporate 
bodies? Secondly, who is going to invest new 
money in industry, if he cannot expect to get a 
good return on it when times are good? He is 
bound to run the risk of getting a bad return, 
or none at all, when times are bad. Thirdly, 
when industrial wages have been increased on 
the average by 200 per cent. compared with 
1938 and dividends by only 50 per cent. (I am 
quoting the figures for 1953) has the time really 
arrived to regard any further increase in 
dividends as the signal for a ‘‘free for all’”’ 
scramble for increased wages? 


Profit, Dividend and Wage Question 


The essential principle in regard to any com- 
parison of wages with dividends is that the 
expenses of running the business, which include 
the payment of a fair wage to the employees, 
including the salaried staffs, who have hitherto 
done less well than the weekly wage-earners, 
have to be met in full out of the gross receipts 
before there is anything at all available for the 
proprietors. After that, in theory at least, 
everything that the tax-gatherer spares should 
go to the proprietors, either as dividend or as 
addition to the reserves, which are their 
property. What is a fair wage at any given 
time may be arguable, but this at least explains 
why, on the figures which I have given, wages 
moved proportionately so far ahead of divi- 
dends in the post-war era of inflated prices. 
This is not to say that the whole of any further 
surplus should in fact be paid over to the share- 
holders. It is likely that, for more reasons than 
one, the directors of a prosperous business will 
wish to make service in their company more 
attractive than service in a rival concern. 
Whatever form this may take, whether it be a 
fund to supplement the State pension, or some 
bright new paint in the works, it will cost 
money; but it may be expected to give rise to 
greater contentment and thus to produce even 
greater prosperity. Therefore, the more pros- 
perous a company is, the better are the prospects 
for its employees. This proposition is, I believe, 
fully accepted by the Trade Union Movement 
in America. It is a great pity that in this 
country it seems to be quite widely held in 
certain quarters that profits are a regrettable, 
if not a positively wicked, by-product of 
business activity, and that to be successful is 
in some way anti-social. I contend that profits 
need no moral justification, and if my words 
should reach the eyes of any doubting Thomas 
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or envious Casca, I hope they may serve to 
allay his doubts or abate his envy. 


Ploughing Back 


There is another aspect of the same problem 
which has received some attention from the 
critics recently: rather more, I think, than it 
deserves. They have been saying that Industry 
is not ploughing back enough of its profits in 
the torm of new machinery and equipment. 
This criticism has been regarded erroneously as 
being synonymous with the accusation that 
industrial companies are increasing their divi- 
dends too freely, and some remarks made by 
the Chancellor of the Exchequer at a City 
Dinner in the Autumn of last year appeared to 
lend support to this proposition. Later the 
Chancellor in Parliament corrected this mis- 
apprehension, making it clear that he had 
wished to refer to the disposal, within the 
business, of that portion of the annual profit 
which is withheld from distribution and placed 
to reserve. What is the guiding principle on 
which directors should decide this question? [| 
should say that, subject to any overriding need 
to pay for past extensions which have been 
financed on borrowed money, or in other ways 
to improve the liquidity of the business, they 
will ask themselves whether they are satisfied 
that the new machinery or equipment will make 
an adequate contribution to the company’s 
profits. If they are satisfied, they will proceed, 
but even then the proposition requires some 
qualification. When the register of unfilled 
vacancies is already expanding the emphasis 
should be on the saving of labour by the re- 
placement of out-of-date machinery. If they 
are not satisfied that the project will be profit- 
able, they will retain the additional reserve in 
a liquid or semi-liquid form, which may well 
be a short-dated Government Security, against 
the day when they can see their way more 
clearly. In estimating the profitability of the 
new machinery, one of the most important 
elements is its depreciation, and. the generous 
allowances introduced by the Chancellor in his 
last two Budgets have been a great encourage- 
ment to the renewal and modernisation of 
industrial equipment. Allowances of this kind, 
apart from the heavy fine which is imposed on 
dividends in the form of the tax on distributed 
profits, are sufficient to encourage directors to 
take far-sighted views in the conduct of the 
company’s business, and are far more potent to 
this end than any amount of exhortation, how- 
ever authoritative or eloquent. There is also 
the point of view of the shareholder to be con- 
sidered. The profits all belong to him, as I 
have already pointed out, and if they were all 
distributed he might be expected to save and 
reinvest in industry part at any rate of the 
surplus, from which he would eventually draw 
an increased income. If this opportunity is to 
be denied to him (and let it be remembered 
that “he ”’ is very possibly an insurance com- 
pany or a pension fund) he is entitled to com- 
plain if he does not receive in due course 
additions to his dividends at least sufficient to 
compensate him for the loss of the income 
which he would otherwise have received from 
his own investment of the surplus. 
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NATIONAL PROVINCIAL BANK LIMITED 





Country’s Greater Prosperity 





Mr. D. J. Robarts on Progress Towards Sterling Convertibility 





National Provincial Bank Limited will be 
held on February 10 at the head office, 
15, Bishopsgate, London, E.C.2. 

The following is an extract from the state- 
ment by the chairman (Davip JOHN RoBarts, 
Esg.) which has been circulated with the report 
and accounts for the year ended December 31, 
1954. 

Balance Sheet and Accounts: 

It will be seen that the liabilities of the 
Bank to its Current, Deposit and other 
Account holders have risen during the year 
by £39,900,648 to £909,324,410. 

The total of our most liquid assets—Cash, 
Money lent at Call and Short Notice, and 
Bills—now represents 37.2 per cent. of our 
deposit liabilities. This compares with 39.5 
per cent. twelve months ago. 

Investments in securities of, or guaranteed 
by, the British Government are shown, as is 
our usual practice, at a figure which under- 
states their market value. The Balance Sheet 
value of {280,502,121 gives a ratio of 30.8 per 
cent. to Deposits as against 28.5 per cent. 
last year. 

In contrast to the experience of the two 
preceding years, our Advances to Customers 
and other Accounts have expanded and stand 
in the Balance Sheet at a figure of {249,883,378 
that is 27.5 per cent. of our Deposits. The corre- 
sponding figures last year were £244,187,325, 
or 28.1 per cent. of the then total Deposits. 

This increase in our Advances is broadly 
based and arises from the high level of in- 
dustrial and commercial activity at present 
prevailing throughout the country. In this 
connection it is perhaps permissible to empha- 
sise the vitally important part played by the 
banks in meeting the financial requirements of 
industry. In its lending this bank continues 
to be closely associated with the basic in- 
dustries of the country and, indeed, with all 
its leading industries. The facilities we make 
available are an important factor in the export 
trade and in agriculture. We are also helping 
to finance the new building in the City and in 
Greater London as well as in other cities and 
towns, including the development of the New 
Towns and their industries. 
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Profit and Loss Account 


The account shows a net profit for the year 
of {1,827,044 compared with /1,765,768 for 
1953. 

_ Together with the amount brought in of 
£815,909, there is a balance for disposal of 


£2,642,953. An interim dividend of 84 per 
cent. has been paid, taking £443,163, leaving 
available £2,199,790. 

It is now proposed to deal with this balance 
as follows: To pay a final dividend of 94 per 
cent., £495,299; to appropriate to Reserve 
Funds, {£1,000,000. This will leave to be 
carried forward, £704,491. 

The proposed final dividend of 94 per cent. 
makes, with the interim dividend of 84 per 
cent. paid in July last, a total dividend of 
18 per cent. in respect of the year 1954. 

These payments restore the rate of dividend 
to that paid during the years 1925 to 1930. 

It is the intention of the Directors, in the 
absence of unusual circumstances, to declare 
an interim dividend in July, 1955, at the rate 
of 9 per cent. 


Brighter Financial Climate 


During the past year the financial climate 
has been far brighter than the physical climate 
which we have had to endure. The country 
has been enjoying a period of great prosperity. 
Had it not been for bad weather conditions 
for the harvest and the occurrence of the pro- 
tracted dock strike it would have been even 
better. In the private sector of the economy 
it is difficult to think of any industry, or section 
of industry, which is doing badly. Certainly, 
there is little evidence of unemployment or 
even of short-time working; nor is there any 
suggestion that excessive stocks are accumu- 
lating. The assumption can only be that, at 
present, practically everything produced is 
being sold, and sold rapidly, whether at home 
or abroad. The trade winds have been mainly 
fair and a touch of exhilaration has been given 
by the removal of more controls, the reopening 
of more commodity markets and the absence 
of major disturbances abroad. The agree- 
ments on Indo-China, Persia, Egypt and 
Trieste have also helped by relaxing, at least 
to some extent, international tensions. 

For the satisfactory state of the economy 
the Chancellor of the Exchequer is entitled to 
much credit. Under his guidance and firm 
leadership the economy was first put into a 
condition to take advantage of a favourable 
shift in the terms of trade or any other 
fortuitous developments, and then gradually 
given greater freedom to expand. As a result, 
the balance of payments surplus grew to £154 
million in the first half of 1954, and it has 
been found possible to relax to an impressive 
degree many of the technical restrictions on 
the use of sterling, and much has been done 
to restore confidence in the pound. On this 
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record the Chancellor is justified in asking the 
country to “ invest in success ”’ 


‘é 


Dangers of Inflation 

There are, however, certain unsatisfactory 
features of our economy which cannot be 
ignored. The fall in the internal purchasing 
power of the pound has not been arrested; 
only slowed up, Whatever the _ successes 
achieved by the new monetary policy, a fall 
in purchasing power is hardly one of them. 
Of course it can be argued that such a decline 
is only a small price to pay for full production, 
full employment and freer trading conditions. 
From this it is but a step towards accepting 
the comfortable doctrine that we can afford 
a mild degree of inflation each year so long 
as production increases. 

In the first place, such a policy—one of 
tolerating, or even deliberately engendering a 
vearly dose of inflation—is only possible for a 
country placed as Great Britain is, if the rest 
of the world is doing much the same. Other- 
wise our exports will sooner or later price 
themselves out of the market, with consequent 
unemployment, or our currency will have to 
be devalued again in order to maintain the 
balance of payments. Secondly, it presup- 
poses a yearly battle for increased wages 
always fought and lost on the issue of trying 
to restore the standards of the workers, instead 
of that of raising productivity. That is not the 
way to secure either good labour relations or 
a prosperous economy. Thirdly, unless prices 
can be kept reasonably stable, the cost of the 
social services must constantly be increased, 
with consequent threats to the solvency of the 
national insurance scheme or of the national 
budget. Fourthly, what of the outlook for 
savings which have staged such a spectacular, 
though somewhat mysterious, recovery over 
the past two years? 

The practical effects of this chronic inflation 
have been seen in the recurrent unrest which 
spreads from one industry to another each 
vear. 

A further stimulant to inflation this year 
has been the great increase in hire-purchase 
business. 

These are not just theoretical questions. 
They are ones which are giving everyone 
responsible for the prudent use of funds cause 
for concern. 

I do not suggest that the present situation 
is one that gives rise to immediate alarm; but 
the long-term implications are disturbing. Nor 
is there any easy solution at hand. A state 
can only achieve financial stability in the same 
way as an individual can—by the exercise of 
a certain amount of discipline—and discipline 
is a question of patient education and example. 
[It is of the utmost importance that public 
opinion should be alive to the dangers of taking 
the line of least resistance in monetary affairs 
as well as in everything else. 


Need for Incentives 


To return to the present, it will be apparent 
to many that the prosperity of Great Britain 
depends, as it has done for the past hundred 
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years, on keeping ahead in the industrial race. 
We may well be on the threshold of an era of 
startling progress, and it is essential that 
industry should be given every encouragement 
to develop new processes and to adopt new 
techniques. The introduction of an invest- 
ment allowance in the last Budget was a wel- 
come step in the right direction and it may 
be hoped that it will be possible to extend this 
principle. Although it would be to the general 
advantage if the standard rate of income-tax 
could be substantially reduced, the prospect 
of any such reduction must depend on the 
possibility of reducing Government expendi- 
ture. None the less, when the time comes for 
the Chancellor to consider what, if any, relief 
he can afford in 1955, I hope that he will keep 
in mind the necessity to encourage men as 
well as machines. , 


The Goal of Sterling Convertibility 


During 1954 progress has been made towards 
the goal of convertibility of sterling. Because 
this progress, apart from the raising of the 
basic travel allowance, has occurred mainly in 
the technical sphere, the public is largely un- 
aware of what has been accomplished. But, 
given the uncertainties of the times and the 
lack of response to suggestions that the United 
States should facilitate currency convertibility 
by some modification of their tariff regulations, 
it seems not only right but inevitable that our 
approach should be a cautious one. Mean- 
while, it was satisfactory to note that action 
had been taken to settle some of our liabilities 
to the European Payments Union and the 
International Monetary Fund. Despite these 
payments, the gold reserves have shown a 
healthy buoyancy, although it should not be 
forgotten that they are still some £395 million 
below what they were in June, 1951, and that 
the recovery which has occurred has been due, 
to a considerable extent, to special receipts 
from the United States on which we cannot 
count indefinitely. Moreover, despite some 
relaxations, we still maintain a number of 
prohibitions and restrictions on dollar imports 
and, until these restrictions have been re- 
moved, we cannot tell what strain on our 
reserves would follow convertibility. The 
main trouble is the activity in our domestic 
market. There has been too great a tendency 
to expand consumption within the country, 
to the detriment of our balance of payments. 
The Chancellor of the Exchequer has, there- 
fore, rightly stressed the need for sound internal 
policies. Convertibility cannot be restored 
until general confidence in the stability of 
sterling has been firmly re-established, and 
this, in turn, will depend on the evidence that 
the British Government and British people are 
determined to maintain it. 

Now is the time to put forward our greatest 
efforts not only to recover more of the ground 
lost because of the war but also to provide 
for those occasions in the future, when assuredly 
the economic tide will not be running so 
strongly in our favour. We do not want to 
be regretting in a few years’ time that we did 
not take fuller advantage of the fat years to 
provide for the lean. 
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AUSTRALIA AND NEW ZEALAND BANK 





Another Good Result 





The Hon. Geoffrey Gibbs’ Speech 





HE fourth annual general meeting of the 
\ustralia and New Zealand Bank Limited 
vas held on January 5 in London. The 

following are extracts from the speech by the 
chairman, the Hon. Geoffrey C. Gibbs, K.C.M.G.: 


Australia 

During the financial year 1953-54, the Aus- 
tralian economy consolidated the recovery 
which was achieved in the previous year, and 
production in many sectors of the economy 
reached new record levels. Import restrictions, 
first imposed in March, 1952, were progressively 
eased, and the increased supplies of materials 
together with a stable export income combined 
to check the inflationary spiral. The stability 
of the economy was reflected in the high level 
of production and employment, together with 
steady prices and wage levels throughout the 
year. 

At the conclusion of the 1953-54 financial 
year the Governor of the Central Bank in his 
Annual Report expressed the view that with 
the economy fully employed, restraint would 
be necessary if increasing bank advances were 
not to contribute to the emergence of excess 
demand. He stressed the necessity for trading 
banks to maintain an adequately liquid struc- 
ture of assets, so that cash, Government 
securities, Treasury bills, and working balances 
with the Central Bank would comprise about 
one-quarter of total deposits, allowing for 
seasonal and other short-term variations. 


New Zealand 

The past year of active trading and high 
employment in New Zealand has_ been 
based upon a _ record level of overseas 
exchange receipts, which has resulted in the 
easing and prospective removal of exchange 
controls from imports, and upon a continuing 
high rate of developmental expenditure. 

Bank advances increased by £NZ2o millions 
during the year ended June, 1954, and at the 
end of the period represented 52 per cent. of 
deposits 

Funds for Lending 

The volume of funds available to the Bank 
for lending has been drastically controlled by 
alterations which the Reserve Bank has made 
in the ratio to total deposits of balances which 
banks must hold as non-interest bearing de- 
posits with them. The ratios are now 25 per 
cent. of our demand liabilities and 124 per 
cent. of our time liabilities. These ratios have 
been altered five times since the practice of 
varying reserve ratios was first introduced by 
the Reserve Bank in 1952. While it is recog- 


nized that the Reserve Bank must have effec- 
tive means of control, I would stress that too 
high a reserve ratio and too frequent changes 
are disturbing, and increase the difficulties of 
the trading banks in implementing a consistent 
advance policy to meet the financial needs of 
the Dominion. 

When it is appreciated that these balances 
earn no interest it will be realized that the 
banking industry in New Zealand will be 
seriously handicapped should the present high 
ratios remain in force. 


Balance Sheet 


A comparison of the 1954 Balance Sheet 
with that presented to you a year ago reveals 
that the principal items have moved in general 
conformity with the banking trends in Aus- 
tralia and New Zealand, but it should be borne 
in mind that those trends related in each case 
to the year ended June 30 last, whereas our 
Balance Sheet is dated September 30. 

On the Liabilities side, the item Current 
Deposit and Other Accounts has increased by 
some {A112 millions, while increases of nearly 
£A3 millions in Balances due to other banks 
and of about £A5 millions in Confirmed Credits 
and other Engagements on behalf of customers 
show that the Bank has enjoyed a share of the 
increased business arising from the relaxation 
of import restrictions in Australia and New 


Zealand. This factor also reflects in the assets 
item Bills Receivable and Remittances in 


Transit which, you will see, is up by rather 
over {A7 millions. 


Liquidity 

In common with other Australian and New 
Zealand banks the pattern of our assets 
structure is rather less liquid than a year ago, 
as instanced by falls of £A124$ millions in Cash 
Balances and by £Ag millions in Treasury 
Bills. There is an increase of rather over £A2 
millions in the amount of our compulsory 
deposit with the Central Bank of Australia, 
and a more welcome increase of nearly £A54 
millions in our investments. 

As far as our Profit and Loss Account is 
concerned, it is satisfactory to record that 
several factors to which I have already made 
reference have contributed to a very good 
result for the year under review and after 
providing the full year’s dividend on the 
increased capital and after making adequate 
transfers to inner reserves, we have been able 
to increase our carry forward substantially. 

The report was adopted. 
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MIDLAND BANK LIMITED 








1954 A Good Year for Britain 





Great Achievements in Industry and Export Trade 





Lord Harlech on Country’s Economic Progress 





general meeting of Midland Bank Limited 
will be held on February 16 at the head 
office, Poultry, London, E.C. 


"Ten one hundred and nineteenth annual 


The following are extracts from the state- 
ment issued to shareholders by the chairman, 
the Rt. Hon. Lord Harlech, K.G., P.C., 
G.C.M.G. :— 


Last October your Directors thought it 
desirable, in the interests of shareholders and 
in order to remove uncertainty, to announce 
in advance their intention as to the rate of 
final dividend to be recommended for the 
second half of 1954. The payment of Io per 
cent. subject to tax, if approved by the share- 
holders at the annual meeting, will bring the 
total to 18 per cent. gross for the year, and 
this rate it is hoped to maintain with half- 
yearly payments of 9 per cent. In arriving at 
their decision your Directors were influenced 
by the improvement in the general economic 
position of the country and by the more 
reassuring outlook that had appeared with the 
clarification of various factors bearing on the 
earning power’ and internal strength of the 
Bank. 


The net profit for the past year, after the 
increased profits tax liability arising from the 
larger distribution, amounts to {£2,398,000, 
roughly £270,000 more than for 1953. Out of 
that sum we have made somewhat larger 
allocations to inner reserves, and the higher 
rate of dividend will absorb rather more than 
a year ago, as shown in the Profit and Loss 
Account. 


The Balance Sheet 


Figures appearing in our Balance Sheet for 
December 31 last reflect the general expansion 
in business activity and in the supply of 
money. Deposit liabilities have risen to a new 
peak, roughly £45 millions higher on the year. 
The increase in deposits is accompanied by a 
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rise in advances by about £55 millions over 
the year. 


The total bill holding has declined somewhat 
over the year, and the substantial rise, within 
the total, in bills other than Treasury bills 
reflects both an expansion of the volume of 
international trade financing through the 
London money market and a moderate con- 
traction in the demands made upon bank 
credit by the Government’s short-term bor- 
rowing needs. Adding to the bills total the 
cash and short loans, almost wholly to the 
money market, it will be found that the in- 
creased demand for advances has lowered 
slightly the “liquidity ratio ’’ between these 
readily realizable assets and the deposit? 
liabilities. Our holding of investments is 
almost unchanged in amount, and its:com- 
position is well suited to the circumstances of 
the times in that all of them bear final 
maturity dates falling within the next eleven 
years. 


Acceptances, engagements and forward ex- 
change commitments entered into on behalf 
of customers all show very considerable in- 
creases. Altogether, then, the Balance Sheet. 
gives evidence of the maintenance of a healthy 
condition combined with sustained progress. 
in the service of the country’s day-to-day 
business. Last year’s turnover on current 
accounts with this bank was over 18 per cent. 
larger than for 1953. Our affiliated companies 
have maintained their gratifying record of 
progress, and both the Belfast Banking Com- 
pany and the Clydesdale and North of Scotland 
Bank have shown a satisfactory growth of 
business. 


The statement describes the extensive use 
which has been made of a great variety of 
mechanical aids designed to achieve greater 
efficiency with no less security and convenience 
for customers. Early in 1928 this Bank took 
the initiative in installing machines for ledger- 
posting combined with the preparation of 
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statements of accounts for customers in place 
of pass-books. The system has since been 
widely extended and eventually will completely 
replace hand-posted ledgers. Note-counting 
and coin-counting machines and high-precision 
scales for weighing notes in bulk are being 
brought into use wherever they can be advan- 
tageously employed. As long as twenty years 
ago this Bank began to use photography in the 
interests of efficient operation. Departments 
responsible for this work are at present filming 
about 300,000 items a day on the average, 
though on peak days the total far exceeds 
twice that number, and the latest machine 
takes its photographs at the rate of 9,000 an 
hour. Another example of modern installa- 
tions is the use at head office of punched card 
methods of recording, computing and checking, 
which are adapted to a variety of tasks involv- 
ing large numbers of calculations and detailed 
recording and aggregation. 


It can thus be claimed that the Bank has 
been very much alive to the possible benefits, 
in saving of labour, in higher standards of 
accuracy and in service to the customer, of 
the progressive employment of many kinds of 
mechanical device. It will be ready to adopt 
quite new methods, as, for example, in the 
field of electronics, when satisfied that the 
prospective capital and running costs are 
likely to be commensurate with the foreseeable 
gains. 


International Economic Policy 


In one way at least 1954 may prove to have 
been an historic year in international trading 
and financial relations; for the discussions that 
have been taking place, with a minimum of 
publicity, may eventually be found to have 
set the course of policy for many years to come. 
On the monetary side, the over-confident, 
almost excited, expectations of an early restora- 
tion of free convertibility of the pound, at 
least for all non-resident holders, were dissi- 
pated by authoritative reiteration of the basic 
requirements for such a step, which it was 
plain showed little prospect of early fulfilment. 
At the same time, clearer recognition of what 
broadened convertibility was likely to mean in 
terms of more intense competition in overseas 
markets tended to modify the enthusiasm with 
which it had been envisaged. In the end, 
assessments of political risks and uncertainties 
at home and-abroad contributed to acceptance 
of probable postponement of action for a 
period the length of which no one is now 
prepared to forecast. 


The change of sentiment sprang in part, no 
doubt, from the course of international dis- 
cussions, beginning with the conference of 
Commonwealth finance ministers early in the 
year. Later exchanges of information and 
views among member-governments of the 
European Payments Union, concentrated as 


they were upon practical problems, seem to 
have brought about some modification of the 
bold assertions by continental spokesmen of 
readiness to participate in a concerted venture. 
The annual meeting of the International 
Monetary Fund in the autumn provided an 
occasion for emphasis on the difficulties con- 
fronting members in their efforts to undertake 
or aid the final liberation of currencies from 
exchange controls and of trade from quanti- 
tative restrictions. 


On another aspect of international affairs, 
the stage was being set for the highly significant 
proceedings which began in the autumn. 
Representatives of the powers concerned in 
the Colombo Plan for the economic develop- 
ment of south-east Asia met, and took im- 
portant decisions, at Ottawa in October. At 
about the same time, under the auspices of the 
United Nations Economic Commission for 
Europe, exploratory discussions were. taking 
place at Geneva, among delegates of Govern- 
ments directly concerned, on the possibilities 
of an enlargement of east-west trade. Mean- 
while, talks were going on in London among 
representatives of Commonwealth Govern- 
ments with a view to co-ordinating as far as 
possible their several attitudes towards Im- 
perial preference, the problems of most- 
favoured-nation tariff treatment, the appro- 
priateness or otherwise of licensing and other 
quantitative import controls, various kinds of 
export subsidy and the operation of bilateral 
trade agreements. Finally came the meeting, 
perhaps most important of all, of representa- 
tives of the Governments associated with the 
General Agreement on Tariffs and Trade. 


We need to remind ourselves that G.A.T.T. 
is no more than the surviving part of a far 
more ambitious and extensive scheme, fought 
over and shelved in the course of several con- 
ferences and diplomatic exchanges in the early 
post-war years. The remnant that was sal- 
vaged took the form of an interim agreement 
mainly concerning tariffs, quantitative—often 
discriminatory—trestrictions on imports and 
subsidies on exports; and in practice it has 
operated chiefly to guard against competitive 
raising of tariffs and to bring about, through 
bilateral negotiations extended in their effect 
by the system of most-favoured-nation treat- 
ment, the reduction of particular import duties 
and the fixing of some duties and preferences 
against possibility of increase. Meanwhile, the 
various “‘ escape clauses ’’ have permitted the 
continuance or imposition of many forms of 
import restriction other than by customs duties, 
as well as of direct and indirect subsidies for 
expanding exports. Moreover, new anxiety 
has arisen about the possibly disturbing effect 
of measures to dispose of certain agricultural 
surpluses. Wide difference of opinion has been 
aroused also by the proposal to admit Japan 
into full and equal status among the contract- 
ing parties, all benefiting from most-favoured- 
nation treatment, to the set of “‘ rules’’ em- 
bodied in G.A.T.T. Hence the comprehensive 
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ii all the cheques drawn on the Midland Bank 
last year were stacked in a column they would reach 
a height of about 40,000 feet. Frequently the Bank 
handles over a million cheques in a single day, all of 


them paid or collected on behalf of its customers. 


_ At the end of last year the Bank was entrusted 
with the care of about £1,490 millions of deposits—an 
impressive sign of confidence and a fine tribute to the 


service it renders. 


























and detailed review of the entire agreement 
which began at Geneva in November. 


The outcome of all these discussions cannot 
yet be foreseen; but their significance draws 
added strength from the fact that the agree- 
ment was entered into, in 1947, in an atmo- 
sphere of high hope of rapid liberalization of 
trade. Events have largely disappointed these 
hopes——a fact for which political conditions in 
the United States and recurrent balance of 
payments difficulties of the sterling area have 
both been partly responsible. Thus G.A.T.T. 
has tended to become perhaps more a defensive 
shield against single-party protectionist action 
than an instrument of removal of trade and 
payments restrictions. It follows that the 
whole series of discussions, as yet uncompleted, 
may well determine whether, over the next 
few years, the world is to move on towards 
economic unification or is to revert to the 
practice of narrow nationalism with no sort of 
action barred, be it by way of quantitative 
controls, monetary restrictions or direct or 
indirect subsidizing of exports. It is well that 
this dividing of the ways should be clearly 
seen, and that the choice of direction should 
be made with full.realization of the kind of 
territory into which each is likely to lead. ' 


Economic Progress in 1954 


Turning now to conditions in our own 
country, in the post-war history of the United 
Kingdom the past year stands out for its 
record of an expanding volume of production, 
with a high level of employment and signs of 
greater flexibility in the economic system as a 
whole. It has been remarkable also for the 
buoyancy shown by our export trade, which 
has contributed to the enlargement of the 
surplus on the balance of payments, the 
strengthening of the gold and dollar reserves 
and the further restoration of confidence in the 
pound sterling as an international currency. 
The maintenance of Britain’s exports illustrates 
the solidity of the persistent effort to ally 
vigorous salesmanship with advantages in 
quality, servicing and price. Among the most 
gratifying features of the home record are 
signs. of some acceleration of plans for re-equip- 
ment and expansion in industry, to which 
impetus has been added by the rise in produc- 
tivity resulting from earlier post-war capital 
investment and by the new investment 
allowances provided under the 1954 Finance 
Act. A parallel development which is most 
encouraging is the continued revival of per- 
sonal saving notwithstanding the rise in 
expenditure on consumption and increased 
outlay and commitments fostered by the wide 
extension of hire-purchase facilities. This 
record demonstrates the strength of progressive 
forces released by the relaxation and removal 
of Government licensing and other controls 
over industry and trade. 


It must be added, however, that the picture 
is not one for unqualified satisfaction. It is 
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disappointing to find so little result accruing 
thus far, in terms of total output and costs of 
production, from the heavy new capital invest- 
ment and extensive reorganization in the coal 
industry. Then, too, there are signs of some 


weakening of the competitive power of 
particular industries, among which shipbuild- 
ing has often been mentioned. Labour 
unsettlement has had its part, particularly in 
the later months of the year, in weakening an 
otherwise more assured position for our export 
trade. More pervasive in its influence is the 
continuance of the slow diminution of the 
purchasing power of the pound in the home 
market. These symptoms are _ indicative, 
along with the continued upward trend of 
wage costs, of the persistent pressure of ‘‘.cost- 
inflation ’’; and both the Chancellor of the 
Exchequer and the Governor of the Bank of 
England have expressed themselves as not yet 
wholly satisfied of the maintenance of healthy 
monetary conditions. The inference that 
inflationary forces have not been decisively 
overcome is supported by the course of affairs 
on the Stock Exchange. It is arguable that 
the reduction in Bank rate in the spring may 
have furthered an undue rise in prices of 
equity investments to a level at which they 
heavily discount the prospects of continued 
high. activity in industry and trade, a further 
growth of business profits and larger distri- 
butions therefrom. 


Balancing one thing with another, it may be 
said that 1954 was a good year for Britain. 
To assess its place in the long run, however, 
we need to look back over the period since the 
end of the war. Nearly ten years have passed 
since the guns ceased fire in the Second World 
War, and it is instructive to compare the 
economic situation to-day with that which 
had been arrived at in 1928, ten years ‘after 
the end of the First World War. In doing so 
we ought justly to recall a striking difference 
of approach to the task of post-war rehabilita- 
tion. After the First World War it was 
visualized as one of simple reconstruction— 
“back to 1914 ’’—and was undertaken in 
terms of getting rid, often with unwise haste, 
of war-time restrictions. This time it was 
seen rather in terms of new construction and 
reshaping of the economy to drastically 
changed world conditions, and plans for 
achieving the task by an ordered process were 
laid well in advance. Despite setbacks and 
remaining difficulties and uncertainties, there 
can be little doubt of the superiority of 
achievement in the past few years. 


Two Post-War Periods 


Allowing, then, for differences in the back- 
ground of world politics and economics, how 
does the situation of the United Kingdom in 
1954 compare with that in 1928? The most 
conspicuous contrast lies in the fact that in 
1928 the country was carrying about one and 
a half million unemployed, whereas there is 
now—and has been ever since the war—very 
little involuntary unemployment among a 
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working population that has been substantially 
enlarged. Again, industry as a whole has 
proved itself this time to be more adaptable, 
and more steadily progressive, judged by 
expansion, re-equipment, technical improve- 
ment and the application of new invention to 
changing public demand, than it was at any 
time between the two wars. The magnitude 
and range of its output have far outstripped 
pre-war’ production. Whereas in 1928 large 
sectors of industry were struggling, with en- 
feebled vitality, against what an expert com- 
mittee had described as increasing rigidity and 
ossification, there is now renewed confidence 
and vigour. In agriculture, too, the contrast 
is equally striking between relative prosperity, 
with an outlook that inspires confidence for 
the future, and the long depression that 
prevailed, between the two wars, in this vital 
home industry. 


It is now recognized that the unhappy state 
of affairs in the later twenties was related in 
no small degree to the prevailing monetary 
conditions. Here again marked differences 
may be noted. On the domestic side, whereas 
in 1928 money was tight and dear, over the 
past few years no general shortage of money 
or credit has been experienced, while rates of 
interest, though latterly made more flexible, 
have on the whole been low. Many people 
will recall, moreover, the unhealthy boom in 
new capital issues which occurred in 1928. 
Since the Second World War, as a result of 
regulation from the centre, combined with a 
reformed and strengthened company law and 
more stringent Stock Exchange rules, the 
raising of capital has been more orderly and 
better related to real needs and to the national 
interest. 


The adverse monetary conditions of 1928 
‘were an inescapable result of the premature 
return to the gold standard, with a completely 
unregulated foreign exchange market, at the 
pre-war parity between the pound and the 
dollar. Experience showed that in practice 
the process entailed heavy over-valuation of 
the pound, which continuous deflationary 
pressure was powerless to correct. This time 
no such course of action has been followed, 
and the new external valuation of the pound 
takes full account of the basically altered 
relations among national currencies. Progress 


-still continues towards the removal of exchange 
controls, but official management of monetary 


reserves has been wisely maintained until the 


responsible authorities can feel satisfied that 


the national economy has been fully adapted 
to a radically altered balance of economic and 
financial resources among the various parts of 
an interlocking world. The Second World 
War carried even further than the First a 
fundamental change in Britain’s international 
position, for it turned Britain into a debtor 
nation, though still with a small net income 
from past overseas investments. It is no mean 


achievement to have reached a stage at which 
the current account surplus on Britain’s 
balance of payments has surpassed—though 
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in terms of depreciated pounds—that recorded 
for 1928. This result is to be attributed in 
large part to the much greater vigour and 
buoyancy displayed by our export trade. The 
newer industries in particular—such as motors 
and aircraft, plastics and man-made fibres— 
have risen to the opportunities presented by 
the creation of increased demands for an ever- 
widening range of products. As a result the 
volume of exports is more than half as big 
again as before the war—an expansion which 
had no parallel in the comparison between 
1913 and 1928. By contrast, imports have 
hardly yet been expanded to their pre-war 
volume. At that time export trade, while 
hindered by unregulated and changing tariff 
action in many countries, was flagging under 
the pressure of an over-valued pound—a dis- 
ability from which it certainly does not suffer 
to-day. 


The great achievements in our industry and 
export trade are the more gratifying when 
account is taken of the difficulties standing in 
the way of the provision of capital resources 
for improved efficiency and the development 
of new products. It is a familiar fact of both 
business and personal experience that the load 
of taxation is far more burdensome to-day 
than it was in the years after the First World 
War. Indirect taxes are heavier and more 
extensive—there was, for instance, no such 
thing as purchase tax in 1928. As for direct 
taxes, it needs only to be mentioned that the , 
standard rate of income tax was then four 
shillings in the pound, and that far more 
people are paying income tax now than in 
1928. Further, at that time there was no 
profits tax for companies to pay, as now, 
over and above increased income tax. In part 
this is a result of the enlargement and ever- 
increasing cost of the social services; but it is 
due also to prevailing international conditions, 
which impose a burden of defence made all the 
heavier by the costliness and increasing com- 
plexity of novel weapons of war. In 1928 
defence accounted for roughly one-seventh of 
the total budget expenditure; to-day it absorbs 
about one-third of the total. In general, then, 
the load of taxation is far heavier than it was. 
One result is a more even distribution of 
personal incomes and a narrowing of marked 
inequalities of wealth. However desirable 
this trend may be on some grounds, it does 
tend to restrict the flow of risk capital on 
which the healthy development of new business 
enterprise is dependent. 


Lastly, a marked contrast is noticeable in 
the course of prices after the two world wars. 
The movements in 1918-28 were violent and 
erratic, but by 1928 the purchasing power of 
the pound in the hands of the consumer was 
gradually increasing. It had been hoped, at 
the end of the Second World War, that better 
management of the national economy would 
succeed in avoiding a repetition of the un- 
bridled inflation and brutal deflation of 
1918-28. So it did; but avoidance has been 
achieved at the cost of an almost continuous 
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whittling away of the value of the pound to 
the consumer. 


The Outlook 


Thus comparison between the condition of 
our country in 1928 and 1954 is mixed; but, 
allowing for differences of circumstance both 
domestic and external, it may be argued that 
the national economy has made a much 
smoother, more firmly grounded recovery after 
the Second World War than after the First. 
The comparison is rendered all the more 
gratifying when we recall that the physical 
damage and economic dislocation sustained by 
this country from the second war were far grea- 
ter than from the first. The main cause for 
encouragement lies in the fact that this time 
Britain has adapted herself far better to the 
altered world situation and stands in a far 
stronger position to-day in relation thereto than 
she occupied in 1928. We are now better 
placed to ward off any threat of a second- 
post-war decade comparable in any degree with 
the tragic depression of the ‘thirties. 


It would be wrong, however, to ascribe this 
favourable result wholly to wisdom guided by 
the lessons of practice and experience. The 
effort made by this country on her own 
account has been supported by two factors 
which cannot properly or reasonably be ex- 
pected to last indefinitely, at any rate in the 
same strength as over the past few years. 
Chief is the generous help provided by the 
United States, first under the European re- 
covery programme and secondly through its 
contribution to the building up of combined 
western defence. The other is the favourable 
balance that has ruled during the past two or 
three years between prices of primary com- 
modities on the one hand and of manufactured 
goods on the other. For this country, with 
four-fifths of its imports consisting of food and 
raw materials and four-fifths of its exports 
made up of processed or fully manufactured 
goods, this relationship has set the terms of 
trade on a basis more favourable than can be 
presumed as likely to last for ever as a 
“‘natural’’ basis of exchange. To this extent 
Britain’s external position must be regarded 
as still vulnerable. 


Doubts as to the likelihood of continuance 
of the prevailing terms of trade arise from 
consideration of recent world trends. Latterly 
the free world’s production of agricultural 
commodities has been growing rather faster 
than its population, but the growth of output 
has been unevenly spread, being largely con- 
centrated in North America. The United 
States Government has recently introduced a 
new policy for disposal of stocks which, even 
with the official assurances of avoidance of 
disturbance to world markets, may yet have 
effect on prices of comparable goods coming 
forward for sale in the ordinary way. The 
outlook is complicated by the fact that 
national price support or ‘‘ equalization ”’ 
schemes having their origin in the world 
depression of the ‘thirties, and reinforced by 
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the needs of war and the fear of war, have 
become still more firmly entrenched by govern- 
mental commitments within the realm of social 


policy. Meanwhile the world’s mineral pro- 
duction has been growing fast. 


How important these factors are may be 
seen still more clearly when a longer view is 
taken. The present production of agricultural 
commodities in the world this side of the iron 
curtain is about one-quarter bigger than it was 
before the war; but output of minerals is 
two-thirds greater; and factory output has 
doubled. Here again, world totals cover wide 
disparities among regions and countries; in- 
dustrial production in Western Europe, for 
example, as might be expected from the 
damage inflicted upon its physical equipment, 
is less than one-half greater than before the 
war; but some increase is common to almost 
every country in the world. To a large extent 
the long-term growth and increased com- 
petitive efficiency of industrial capacity as 
compared with the output of primary com- 
modities are the natural reflection of technical 
discovery and an ever-rising trend in standards 
of demand. There is a continuing tendency 
towards more and more processing of primary 
commodities before they are acceptable to the 
present-day consumer, towards increasing 
elaboration of final products for both con- 
sumption and capital purposes, and towards 
progressive refinement of methods of packing, 
presentation and delivery to the buyer. 


It would thus be folly to assume that the 
satisfactory balance of payments achieved by 
Great Britain during the past three years can 
be maintained without the continuance of 
unabated effort to keep our export capacity in 
good order. I say ‘“‘ export capacity ’’ because 
to say ‘‘ export industries ’’ is to take much 
too narrow a view of the requirements. The 
export industries cannot do their job properly 
unless they are backed up by high standards 
of efficiency in basic services and production 
for the home market. For this we need a full 
flow of resources in new capital and increasing 
skill in technical improvement and in the 
adaptation of products to changing demand in 
overseas markets. We need to put every 
encouragement behind inventive and mana- 
gerial skill and resourceful salesmanship. We 
need incentives for the progressive use of man- 
power and for the fullest contribution from 
skilled workmanship. Finally, the unequal 
development of the world’s productive 
capacity, to which I have referred, calls for a 
powerful direction of capital and imaginative 
planning into the opening up of the productive 
resources of under-developed territories, par- 
ticularly the enlargement of their output of 
agricultural commodities. Not only is this 
needed for a steadier balance in world pro- 
duction as a whole; the capital development 
itself, and the secondary expansion of con- 
sumption that will flow therefrom, will sustain 
and expand the demand for manufactured 
goods against the time when, as all must hope, 
international relations will allow some relief 
from the heavy requirements of defence. 
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LLOYDS BANK LIMITED 





Great Extension of Activities since 1938 





Sir Oliver Franks’s Review 





Bank Limited will be held on Febru- 

ary 18 in London. The following are 
extracts from the statement by the chairman, 
the Rt. Hon. Sir Oliver Franks, G.C.M.G., 
K.C.B., C.B.E., accompanying the report and 
accounts for the year 1954:— 

The profit for the year, at {£2,186,072, is 
{102,291 higher. than last year. The down- 
turn in advances to which reference was miade 
a year ago has been replaced by a gradual 
increase throughout the year which, together 
with the increase in our holdings of British 
Government securities, has offset to some 
extent the effect of the fall in interest rates 
following the reduction in Bank rate. On the 
other hand, staff and other expenses: continue 
to increase, a factor which must make for 
caution in any estimate of future profits. 


[es annual general meeting of Lloyds 


The Dividend 


A year ago we were able to increase the 
dividend on the ‘‘ A”’ shares by 2 per cent.; 
we propose for 1954 a further increase of I per 
cent., making 15 per cent. for the year. We 
also propose the capitalization of reserves to 
the extent of £3,593,239 for the purpose of 
paying up 5s. per share on the ‘‘A’”’ shares 
of £5 each (£1 paid), making the shares /1 5s. 
paid up. 

In order to dispel any uncertainty in the 
minds of shareholders, we have already 
announced our intention to recommend in due 
course that the dividend on the ‘‘ A’”’ shares 
for the current year, subject to maintenance of 
the bank’s profits, should be at the rate of 
12 per cent. per annum on the shares in their 
new form, being the equivalent of 15 per cent. 
on these shares in their present form. 


Current, Deposit and other Accounts show 
an increase of £41 millions, and on the assets 
side Loans and Advances are up by {12 
millions and Investments by £14 millions. 


Lloyds Bank (Foreign) Limited 


During the year, we agreed to acquire as 
from Ist January, 1955, the one-half share in 
Lloyds and National Provincial Foreign Bank 


Limited held by the National Provincial Bank 
Limited. The directors of both the share- 
holding banks feel there are advantages to be 
derived from the substitution of sole owner- 
ship for the former joint proprietorship. 


The name of the Foreign Bank has been 
changed to Lloyds Bank (Foreign) Limited 
and that of its Belgian subsidiary company to 
Lloyds Bank (Belgium) Société Anonyme. 


Changes Since 1938 


To the outside world it may seem that the 
great clearing banks such as our own carry out 
certain useful but stereotyped functions with 
little change from one year to another. It has 
been a valuable experience for me to learn how 
far-reaching are some of the changes that have 
been going on beneath the surface of our 
banking life during these past years, how 
extensive the process of adaptation to changing 
conditions. I feel sure that it will interest 
vou as shareholders if I devote my first annual 
statement to discussing some of the ways in 
which the Lloyds Bank of to-day differs from 
the Lloyds Bank of pre-war days, and say 
something about the problems the bank has 
been having to face. 


The sixteen-year. period from 1938 to 1954 
has been one of monetary upheaval. In this 
as in other countries, the deficit finance of the 
war and early post-war years started a fall in 
the purchasing power of our currency which 
even to-day ‘thas not been completely arrested. 
The clearing banks are the chief instruments of 
Government borrowing through the banking 
system. From the annual balance sheets you 
will be familiar with the resulting expansion in 
our deposits: they are more than three times 
as large as before the war. 


In this process the clearing banks have, of 
course, been largely passive agents. It is 
decisions on the part of the monetary authori- 
ties which regulate the volume of bank 
deposits, since deposits cannot expand unless 
the authorities provide the necessary scaffold- 
ing of additional cash reserves and other liquid 
assets. 

When official policies bring about a genera 
expansion of bank credit an individual bank 
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will share in it only so far as it can hold its 
own in competition with others. I am glad 
to be able to point out that our share of the 
total deposits of the eleven London clearing 
banks, or of the five larger banks, is slightly 
higher to-day than just before the war. But 
a large expansion in our resources, when it 
reflects a general inflationary movement, is by 
no means the unmixed blessing it is often 
assumed to be: it can create real problems in 
our internal finances. I shall come back to 
this later. 


Expansion in Activities 


Let me tell you something of what has been 
happening to the scale and nature of our 
operations. Our first duty as bankers is to 
ensure that a supply of cash is always there 
at each of our 1,750 offices to meet our cus- 
tomers’ requirements. This cash supply must 
be not only adequate in total but correctly 
distributed between the various denominations 
of notes and coin. That does not arrange 
itself automatically. A considerable feat of 
organization is involved, in which head office 
and our score or so of ‘‘ cash centres’ are 
assisted by intelligent anticipation on the part 
of all our branch managers. 


Last year, movements of cash between our 
various offices totalled {500 millions, apart 
from movements of cash between our own and 
other banks. In silver alone we handle over 
our counters about /1oo millions (or over 
11,000 tons) a year. While our deposits have 
about trebled since 1938, the monetary turn- 
over passing through our books has quad- 
rupled; cheques drawn by customers on their 
current accounts now amount to some £34,000 
millions a year. The transactions passing 
through our branches have risen in slightly 
greater proportion than the number of current 
accounts, to a present figure of some 400 
millions a year. 


Since before the 1914 war there has not been 
a single year in which the number of current 
accounts has failed to expand. We are to-day 
conducting about 2} million accounts of all 
kinds, of which two-thirds are current accounts. 


In spite of this great expansion, our male 
staff is smaller than before the war. On the 
other hand, there are many more managerial 
posts to be filled. Many more than in previous 
generations will step on to the ladder of 
promotion at an early age. 


Credit Expansion 


I pointed out earlier that the threefold 
expansion in deposits since 1938 is not an 
unmixed cause for self-congratulation. An 
expansion of credit on that heroic scale is 
bound to be associated with a rise in the 
general price level and this affects the bank in 
more than one way. 


If prices rise, our expenses are bound to 
rise too, though not necessarily in exactly the 
same ratio. Since 1948 retail prices have 
risen by some 33 per cent., a percentage in- 
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crease three times as great as that in our 
deposits. The combination of more or less 
stationary deposits with steeply rising costs 
was calculated to reduce our earnings. But 
as things have turned out the downward 
pressure on earnings was mitigated by the rise 
in short-term interest rates which followed the 
return to more flexible monetary policies 
in 1951. 

But it is not through its incidence on 
operating expenses alone that a rising price 
level affects our finances. For example, there 
is the problem of pensions. It is obviously 
desirable that the pension funds should be 
progressively strengthened so that they can 
take care of our future pensions liabilities, 
The bank has taken action to this end and it 
is an expensive matter. 


Constructive Lending Policies 


Similar problems arise in connection with 
the bank’s capital and reserves. Obviously 
the great growth in our deposits since before 
the war does not call for a commensurate 
increase in our capital resources, since for the 
most part the additional deposits have had 
their counterpart in Government obligations, 
It is different with our lending to the public. 
The bank has a vital rdle to play in the 
national economy and in fulfilling that role 
we take, as is proper, normal commercial risks, 
It is often said that a banker helps when 
times are good, but withdraws that help when 
they are bad. In fact, nothing could be further 
from the truth. Many businesses which are 
prosperous to-day might not be so but for the 
forbearance and constructive imagination exer- 
cised by the bank in times of difficulty. But 
the administration of these vast sums calls for 
a high degree of knowledge and skill on the 
part of our officials, if undue losses are to be 
avoided. 


Need for Strong Reserves 


The need for strong reserves to meet con- 
tingencies is thus as great as ever. Given the 
growth in our figures, something more has 
been needed than the additions to our pub- 
lished reserves, and throughout the period the 
increase of the internal reserves has continued 
to be a priority for us. 


I hope that I have shown that the bank 
recognizes its obligations to the various sections 
of the community with which it has dealings 
and does its best to meet them. For our 
customers we provide a first-class banking 
service at a reasonable cost. In the last two 
years we have been able to raise the payment 
to our shareholders, many of whom are them- 
selves among the worst sufferers from rising 
prices. Within the limits set by our earning 
capacity in competition with our rivals we 
have been able to give both to the active and 
to the retired staff some relief against suc- 
cessive increases in the cost of living. But our 
overriding duty is and must always be to 
maintain the strength and the stability of our 
great organization. 
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WESTMINSTER BANK LIMITED 





A Year of Expansion 





Lord Aldenham’s Review 





minster Bank Limited will be held on 

February 16 at the Head Office, 41 Loth- 
bury, London, E.C. In the course of his 
statement, which has been circulated to share- 
holders with the Report and Accounts, the 
chairman, Lord Aldenham, said:— 

I want to thank shareholders and stock- 
holders for the support which they gave to the 
proposals last July for alterations in our 
capital structure. It is clearly desirable that 
the way should be made open for a gradual 
strengthening of our published capital, and a 
simultaneous reduction in the amount of the 
uncalled liability on our shares; and this has 
now been begun. The plan involved some 
alteration in the respective rights of share- 
holders and stockholders, and the fact that 
over 994 per cent. of the votes cast by both 
classes were in favour of our proposals seemed 
to show that we had held the balance true. 

The figures before you in the Profit and Loss 
Account and Balance Sheet will themselves 
indicate to you that our business continues its 
upward trend. 

During the year we have opened 28 new 
banking offices. One result of this further 
increase of representation, coupled with a 
growing volume of business generally, has 
been that our staff numbers have shown a 
modest increase. 

Our net profit shows an expansion of 
£148,461 compared with the previous year. 
This has enabled us to declare the final divi- 
dend of 2s. per share on our £4 shares, which, 
as a result of our capital reorganization, are 
now {1 5s. paid. The increase in our dividend 
has taken nearly £78,000 of our additional 
profits, and bearing in mind the way in which 
British Government securities can so suddenly 
depreciate in value, we have deemed it advis- 
able to make substantial allocations to our 
published and inner reserves. 


Tm annual general meeting of West- 


Balance Sheet Figures 


The total of Current, Deposit and Other 
Accounts has grown by over {60 millions 
during 1954, and at the figure of {/907.9 
millions constitutes a record for our Bank. 

Advances have risen by £47 millions; in a 
period of greater industrial activity and pro- 
duction this was to be expected. It has 
suited us also to add to our short-dated 
investments at the expense of our money in 
the market and in bills, the yield upon which 
tended to become uneconomic after the reduc- 
tion in Bank rate in May. 

The increase of £14 millions in Endorsements 
and Other Engagements is evidence of the 
growth in our foreign business, which has 


again been fostered by visits abroad by senior 
officers of our Bank; you will have gathered, 
from reading these remarks and our figures, 
that this Bank is very active in the extension 
of its business at home and abroad. 

Although our auxiliary, Westminster Foreign 
Bank Limited, has benefited from increased 
business activity in France and Belgium, this 
has been offset by heavier staff and other 
expenses, so that the net profit for the year 
remains approximately the same as for 1953. 

Our affiliate in Ireland, Ulster Bank Limited, 
had a successful year and has been able to 
declare an increased profit. 


Progress Towards Peace 


In considering the events of the year 1954, 
the first thought in all our minds must, of 
course, be: What progress has been made 
towards achieving a lasting peace ? We may 
well feel that a great step forward has been 
taken in the creation of a stronger and more 
united Western Europe; but it is difficult to 
believe that the Communist nations have yet 
come nearer to the idea of peaceful co-existence. 

At home, our farmers will long remember 
1954 as one of the worst years that they have 
had to endure. 

Industrially it has been a year of good 
progress. The total of industrial production 
has again risen notably, and it is evident that 
we have all begun to accept again what was 
lately an old-fashioned idea—that in order to 
enjoy we must produce. 

Two years of increased production have 
shown us that we can thereby export more, 
invest more, and spend more on ourselves; 
though as a result of the removal of most of 
the restrictions on hire-purchase finance, some 
part of the extra goods bought in 1954 will 
have to be paid for out of future income. 


Wages and Savings 


Wage rates have increased by some 3 or 4 
per cent. on the average, and rather longer 
hours have been worked. But it should be 
possible in some industries at least to search 
again for methods which would enable the 
wage earner to produce as much in shorter 
hours as he does at present and yet draw the 
same wage-packet. Dividends have also in- 
creased, and most certainly the man who saves 
to provide the tools of industry or the housing 
of the nation is worthy of his hire. 

There has been a good increase in small 
savings, and the total of personal savings of 
all kinds again increased during 1954. During 
the year also the index of retail prices remained 
relatively stable. These two facts must surely 
be interrelated. It is certain that people are 
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more inclined to save when it looks as if 
savings will retain their purchasing power. 
There are some people who think we ought to 
reconcile ourselves to a permanent condition 
of gradually rising prices. What this seems 
to me to amount to is that wage earners and 
profit earners would constantly be increasing 
their slice of the cake at the expense of pen- 
sioners, of other persons with fixed incomes, 
and of future savers. A rise in Bank rate 
would seem to me much less undesirable than 
inflation. 


We cannot rely on much further increase in 
the number of workers, and there is clearly a 
need to improve machinery and technique to 
enable the same labour force to produce more 
goods. It is therefore most cheering to read 
not only of the vast new development projects 
of the motor industry, but also of the increase 
in the number of applications for location 
permits for new factories. 


Increased industrial investment will need 
new savings, and it is greatly to be hoped that 
the next Budget may give more encouragement 
to those companies and individuals who do 
make the effort to save. 


In spite of the abolition of many wars-time 
controls, it is not possible to record any great 
drop in the number engaged in national and 
local government service. With productive 
industry clamouring for more men and women 
it is to be hoped that a check will be put on 
recruitment for Government and local govern- 
ment services. 


Industrial Disputes 


disputes have unfortunately 
wasted even more of the nation’s working 
time than in 1953. When a dispute interrupts 
the flow of exports, as any important stoppage 
nearly always does, the dislocation of trade 
may last for several months, and if our overseas 
competitors take the opportunity to step in, 
some of the damage may be permanent. 


Industrial 


The mounting figures of capital investment 
in the coal industry, together with the assur- 
ances of increased output which the National 
Coal Board and the miners’ leaders gave in 
January, 1954, led the nation to hope for a 
substantial increase in coal production, a hope 
that has not been fulfilled. We are still 
obliged to import coal from America—a most 
regrettable position. 


External Affairs 

Taking the year 1954 as a whole we fared 
well in our external affairs. In the first half 
of the year we had a surplus on our current 
transactions with other countries amounting 
to £154 millions, not counting defence aid, 
and we should show a substantial surplus for 
the full year. A surplus would not be a great 


cause for satisfaction if it had been obtained 
by a serious running-down of stocks of goods, 
or if it were the result of a lucky and tem- 
porary fall in the prices of our imports com- 
pared with those of our exports; but neither 
of these things happened in 1954. 


xlviil 





The gold and dollar reserve, which stood at 
just below {900 millions at the end of 1953, 
had increased to £986 millions by the end of 
1954; and this was after making three big gold 
payments during the year. Direct dollar aid 
and off-shore purchases, that is, purchases of 
British armaments by the United States to 
supply other free nations, have helped us; 
without this help our reserves would hardly 
have been maintained. 


For the last six months of 1953 there was a 
considerable decline in industrial production 
in the United States and Canada, and this was 
reflected by a contraction of our trade with 
North America. It must be remembered, 
however, that the fall in industrial production 
in the United States never brought the index 
figure down to the level of 1952, and industrial 
production is now well on the way upagain. It 
is to be hoped that our ability to weather this 
comparatively slight American recession will 
not lead us into easy optimism‘as to the conse- 
quences for us of any future recession there. 


European Trade 

The activity of trade in Europe has been a 
great advantage to the United Kingdom and 
the sterling area. It is satisfactory to note 
that we have started.to pay off our old 
indebtedness to the European Payments 
Union. The Union has served its purpose 
well. It has enabled its members to make 
the most of their scarce reserves, and the 
credit it has granted has helped to tide some 
of them over difficult times. 


The hope of convertibility of the pound 
sterling received a setback during 1954 when 
the United States Government decided to 
defer consideration of the recommendations 
of the Randall Commission for some liberaliza- 
tion of trade; but the President’s recent 
message to Congress makes it probable that 
the question will be reconsidered at an early 
date. 


Outlook for 1955 


In considering our prospects for 1955, we 
should be unwise to ignore some warning signs. 
Whilst the upturn of business activity in the 
United States offers the hope of a re-expansion 
of our trade with North America, we cannot 
feel the same confidence about our trade with 
some sterling countries. Some of our best 
customers—Australia, India and New Zealand 
—are showing signs of anxiety. at the present 
trend of their overseas payments and may 
wish to curtail their imports during the coming 
year. Our exporters are doubtless taking note 
of this position and know that they may have 
to redouble their efforts to expand trade in 
other directions. 


If, then, we can look back at our progress 
in 1954 with a feeling of considerable satis- 
faction, we ought to recall that it is not long 
since the economic situation of our country 
was rightly described as precarious. It would 
be less than honest to suggest that we can yet 
afford to forget that word. 
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MARTINS BANK LIMITED 





Statement by the Chairman, Mr. A. Harold Bibby, D.S.O., D.L. 





Prosperity Demands Exports at the Right Price 





Annual General Meeting of members of 
Martins Bank Limited will be held at 
Head Office, Liverpool, on Februarv 8th. In 
his statement circulated to members, the Chair- 
man, Mr. A. Harold Bibby, D.s.o., D.L., writes: 
The results for the year have again been 
satisfactory, our net profit at £918,477 being 
{98,550 higher than a year ago. In accordance 
with the forecast in my annual report in 
January last the interim dividend paid in July 
was raised to 83%, less income tax, and it is 
now proposed to pay 82°), less income tax, as 
a final dividend. The total dividend of 174% 
for the year is the same as for the previous year. 


Tam one hundred and_ twenty-fourth 


Appropriations from published profits, after 
providing for the dividend, are £150,000 to 
Reserve Fund, £100,000 to Staff Superannua- 
tion Fund and £200,000 to Premises Redemp- 
tion. The larger appropriation to Premises 
Redemption is called for owing to increased 
capital expenditure on our branch offices 
generally and the Bank’s continued policy of 
expansion, 

The Balance Sheet reveals total assets at 
£363,055,940 against {359,885,065 last year, the 
increase being mainly accounted for by the rise 
in engagements on account of customers of 
{3,415,704 due to greater business activity. 

Customers Funds and other accounts at 
£330,645,237 are slightly higher than a year 
ago. Increased advances to public utilities and 
industry and trade generally have brought 
total Advances up to £95,391,176 which com- 
pare with £83,248,241. On the other hand In- 
vestments at {109,074,314 are lower than the 
previous year when they stood at £120,184,980. 

Although there has been a reduction in 
the aggregate liquid resources which are 
{109,758,258 (1953—£114,441,224) a sound 
liquid position is again maintained the ratio of 
such resources to deposits being 33.15% com- 
pared with 34.60%. 

I have to record with deep regret the death 
of Colonel James Walker, D.s.0., T.D., D.L., in 
December. He became a member of the Leeds 
board in 1921, of which he was later Chairman 
and from 1939 he also served as a Directcr on 
the General board. His knowledge of the wool 
trade was of inestimable value to the Bank and 
he will be greatly missed. 
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We have suffered a very real loss by the re- 
signation of Mr. R. H. Thornton on his retire- 
ment from business in Liverpool. His quick, 
accurate, and forthright reactions to any situ- 
ation were of the greatest value. This we miss 
as also his’ delightful and _ stimulating 
personality. 

During the year we welcomed to the General 
board Mr. Arnet Robinson who brings to our 
deliberations his outstanding experience in all 
maritime matters. Amongst other wide in- 
terests he is Managing Director of Coast Lines 
Limited and Chairman of the Mersey Docks 
and Harbour Board. I am also pleased to 
record that Mr. D. H. C. Briggs, M.B.E., joined 
the General board in December. His valued 
counsel has been available to the Leeds district 
board, of which he is now Chairman, for a 
number of years. He is Vice President of the 
Halifax Building Society. Both appointments 
will require confirmation at the Annual 
Meeting. 

Our thanks are again, as always, due to our 
staff, from the Chief General Manager to the 
latest recruit, for their loyal and devoted 
service which is gratefully and appreciatively 
acknowledged. 

With our continued expansion, promotion 
and vacancies hold out a bright prospect to all 
who have the ability and determination to 
seize the opportunities that lie open to them 
and it is our endeavour to give every encourage- 
ment to those who wish to fit themselves for 
the higher positions. We are delighted and 
gratified that so many are taking full advantage 
of the facilities available. 


Steps Towards Economic Freedom 

Step by step we are moving towards eco- 
nomic freedom. Each time a commodity is 
released from bureaucratic control, either in 
this country or abroad, it is another stride to- 
wards the goal we all wish to reach. The 
Government is to be congratulated on the 
many moves they have taken in the year under 
review and particularly in ensuring that each 
step forward was on to firm and solid ground. 

The clouds of restrictions, controls and un- 
balanced economies are slowly dispersing or 
showing signs of disappearing. 

We all hope that the full convertibility of 
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sterling will shine through in the not too distant 
future but this must come gradually and only 
when sterling has gathered sufficient strength 
to withstand all the stresses and strains in- 
herent in freed international trading. 


Martins Bank can take their full share of 
credit for the support that has been given in 
the restoration of the Cotton and Grain mar- 
kets and, more recently, in the setting up of the 
Fatstock Marketing Corporation with all the 
difficulties of widely dispersed control and the 
short time that was available to bring into 
being a complex organisation. 

After repayment of the balance of debt to 
the International Monetary Fund there re- 
mained a satisfactory net increase in the Gold 
and Dollar reserves at the close of last year 
which is just one further indication of the 
greater strength of sterling. 


The optimistic official utterances of the 
Chancellor of the Exchequer and of others 
speaking with authority encourage the hope 
that there will be some substantial relief in the 
present burden of taxation. 


The country is earning more, spending more 
and saving more than for years past; pro- 
duction is running at a high level and there are 
more people employed than ever before. With 
all this, inflation is at present under reasonable 
control so all the omens are favourable for the 
Chancellor, in his next Budget, to restore the 
incentives that would carry the country to an 
even higher level of prosperity. 


Our Standards of Living 


So much has been said and written on the 
need for exports that the man in the street 
now appreciates that, unless we export suff- 
cient to pay for the food and raw materials 
that we must import, we shall be reduced to 
starvation or semi-starvation and that our 
workshops will close for want of cotton, 
rubber and the thousand-and-one things we 
cannot produce in these islands. 


If this should happen, even in a modified 
degree, all our brave talk about maintaining 
and increasing our standards of living would 
go to the winds. 

It is also appreciated by nearly every section 
of the community that, the sellers’ market 
having disappeared and our competitors, 
especially Germany and Japan, getting back 
into production, we have to produce what our 
customers require both as regards quality and 
also as regards price. 


There is no question that we can produce 
goods of the highest quality so it is mainly in 
the price and prompt delivery aspects that we 
find ourselves in difficulties, with the risk of 
forcing our would-be customers to buy else- 
where which would result in our exports 
dropping and our standards of living with 
them. 


It is no use our complaining that Japanese 
standards of living are much lower than ours or 
that the Germans not only work longer hours 
but work harder than we do. 











Our potential buyer in darkest Africa is not 
in the least interested in our standards of 
living, how many cigarettes we smoke, whether 
we have a television set or not, any more than 
the average worker here is interested in what 
the customer abroad thinks he should be able to 
afford. 

We buy in the cheapest markets and we 
cannot deny the same right to others. So it 
comes down to the simple alternative of pro- 
ducing at the right price or lowering our own 
standards of living. 





There are obviously two parties to all trade— 
the buyer and the seller—the buyer must 
have the wherewithal to pay for his purchases 
and this is where thoughts so often get con- 
fused by what is termed “‘ the balance of pay- 
ments,’’ that economic wilderness where so 
many lose their way. 


Trade is fundamentally barter to which the 
refinements of currency and the settling of 
differences by gold have been added, to the 
great convenience of all concerned. 


If every country were willing and able to 
trade with the rest of the world, the limitation 
of how much each could buy would be settled 
ultimately by how much that country could selk 
to others. 


Naturally, and rightly, everyone wishes to 
see his own country’s standards of living rise 
but this can only be brought about by doing 
more trade, by selling more and buying more. 
If we and other countries wish to sell more, 
for example, to Japan, we collectively must 
buy more from Japan as, otherwise, she cannot 
have the wherewithal to pay us and this 
applies universally. Fortunately for us, we 
are members of our great Commonwealth and 
the bankers to the sterling area which, to a 
degree, simplifies our particular problem but 
even within the Commonwealth no one member 
can continue for long buying more than it can 
sell. The import restrictions into Australia, 
imposed some three years ago, demonstrated 
this, if a demonstration was required. 


So we come back a full circle, to raise or 
even maintain our present standards of living 
each one of us, be it the individual unit, the 
family unit, or the business unit, must col- 
lectively produce in value at least as much as 
we consume unless we can find someone willing 
and able to support us on a charitable basis. 


Our standards of living are not regulated by 
what we would like them to be or what we think 
they should be, or even by the standards en- 
joyed by others, but solely on what our own 
labours earn in the international market. 


Those engaged in the export trade are the 
first to feel the impact when we are unable to 
sell our products abroad, but those engaged in 
the so-called sheltered industries are equally 
responsible and later affected as the cost of 
their services forms part of the price of our 
export products. 


Strong Trade Unions Welcome 
All this is sincerely understood by most of 
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our trade union leaders but only the more 
far-seeing and courageous seriously try to 
drive it home to their rank and file members, 
hence the misunderstandings which are so 
largely responsible for industrial unrest. 

To-day every employer welcomes a strong 
trade union just as every trade union must 
welcome an association of employers with 
whom they can discuss their. problems and 
usually come to a satisfactory settlement. 

For this sensible way of settling difficulties, 
it is essential that both parties are determined 
and capable of seeing that the arrangement 
arrived at is carried out, otherwise the whole 
negotiations become a farce, fall into disrepute 
and ultimate disuse. 


The unofficial strike is the worst enemy of 
the employee and employer alike. The 
unions have their constitutionally elected rep- 
resentatives who are authorised to negotiate 
on behalf of their members. The very found- 
ation of collective bargaining crumbles when 
agreements freely negotiated by them are 
repudiated and a splinter union within the 
union tries to usurp their authority. 


This is damaging to the unions themselves 
and leaves the employers with a very real 
doubt as to whether the agreements are worth 
negotiating if they will not be honoured by 
both parties. 


The fault lies largely in the fact that so many 
trade unionists will not take the trouble to 
attend their branch meetings, leaving the 
field clear for the agitator and his fellow 
travellers. 


Interests of Employee and Employer 
are One 


The interests of the employee and employer 
are one; both depend on making their industry 
prosperous to enable good pay packets to be 
earned, to make profits which will enable good 
dividends to attract fresh capital to the enter- 
prise and to put aside sufficient reserves to 
ensure the replacement of worn-out machinery. 


It would be more understandable if em- 
ployees tabled complaints, should these three 
requirements not be fulfilled, on the grounds 
that the management, their fellow workers, or 
both, were not giving of their best. The more 
common practice of making excessive de- 
mands or resisting the introduction of modern 
machinery and methods can only result in 
pricing the products of their labour out of 
the international market. 

If only these recognised truths could be 
brought home and acted on, an ever-rising 
degree of prosperity for all would be within 
reach. 
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DISTRICT BANK LIMITED 





A Year of Achievements 





Sir Thomas D. Barlow’s Statement 





G.B.E., has circulated, with the report 

and accounts, the following statement to 
the shareholders of District Bank Ltd., prior 
to the 125th annual general meeting to be held 
on February 11 at the Head Office, Spring 
Gardens, Manchester :— 

On reference to the Balance Sheet it will be 
seen that Current, Deposit and other Accounts 
have again increased and are over £3 millions 
above the record figure of {251,000,000 shown 
the previous year. This upward movement is 
in keeping with the general trend of bank 
figures and is mainly due to the increase in 
industrial activity. 

As might be expected, the larger resources 
and the rising tempo of business have been 
responsible for important changes in the com- 
position of our assets. The total of the items, 
Cash, Money at call and short notice, and 
Bills of Exchange, is higher than at the close 
of 1953. Our holding of Treasury Bills, on 
the other hand, has been reduced, but not- 
withstanding this change our liquid position 
remains satisfactory. 


Te: chairman, Sir Thomas D. Barlow, 


The Year’s Profit 

We show an increase of £29,119 in Net 
Profit as comparec with the previous year. 
After making the usual provisions this amounts 
to {588,863 and, including the sum brought 
forward, there is for disposal £932,941. Of 
this we propose to allocate {200,000 to our 
General Reserve and, after providing the 
amount required for payment of the higher 
dividend established last year on the “A” 
and ‘‘C”’ shares and the maximum dividend 
on the ‘‘ B”’ shares, there remains the sum of 
4422,914 to be carried forward to the next 
account. 

A Year of Achievements 

This last year has added its own quota to 
the achievements of previous years and has 
brought the country a perceptible measure of 
prosperity. As the ultimate test of our pro- 
gress is that we should pay our way abroad, it 
is gratifying to see the figures for the first half 
show that our current payments surplus has 
continued to increase. Since, moreover, this 
increase owes little to the terms of ‘trade, we 
have the satisfaction of knowing that most of 
the surplus has been gained through our own 
efforts, as may be gathered from the further 
improvement in our industrial production and 
exports. Our payments position has again 
been supported by higher earnings from ship- 
ping, banking, insurance and other invisibles, 
whilst the addition to our Reserves, despite a 
cut in Defence Aid, is proof of our underlying 
fundamental strength, as is also the healthier 


state of our capital position due to substantial 
debt repayment. 

Encouraging as these gains are, and particu- 
larly pleasing because they have been accom- 
panied by a further freeing of our economy, 
ominous signs of overstrain have begun to 
appear in recent months. To the pressure 
occasioned by an increased volume of exports 
there has been added pressure from such other 
sources as the housing programme, industrial 
capital projects and the rise in personal 
expenditure. 

Admittedly these accumulating demands 
have to a considerable extent been offset by 
the increased output of industry, yet this has 
not met the needs of the situation. Ever- 
growing activity is leading to over-full employ- 
ment and, with more jobs to be filled than 
workers to fill them, there has been a gradual 
extension of overtime and a renewal of wage 
claims. With a thinning out of supplies and 


_a lengthening of delivery dates we are, in my 


opinion, moving towards a situation wherein 
there might again be a tendency to accumu- 
late stocks beyond normal requirements—a 
development which, more than anything else, 
creates shortages. 


Increased Output at Lower Cost 


If, as is inevitable, shortages are translated 
into delays, rising production costs and rising 
prices, the threat of inflation will endanger the 
volume of our output and of our exports, 
That would indeed be serious for, commend- 
able as has been our progress in both these 
directions, our keenest competitors amongst 
other countries continue to surpass us, so much 
so in fact as to leave to our manufactures a 
declining share of world exports. 

Clearly we need still higher productivity and 
more exports and, since we are handicapped in 
that we lack reserves of manpower, we can 
only surmount this disadvantage by making 
the best possible use of our all too limited 
resources and by quickening productive invest- 
ment, so that by modernization and greater 
efficiency we can at one and the same time 
raise output and bring down manufacturing 
costs. 

Unfortunately such an increase in invest- 
ment adds yet another pressure at the very 
time when our somewhat extended economy 
will be finding it difficult to cope with further 
demands. Yet, with other countries deflecting 
an ever-increasing proportion of their resources 
to industrial investment, we dare not lag 
behind. 

Checking Inflation 


If the inflationary tides were running so 
strongly that they could not be stemmed, we 
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might feel that there was cause for alarm. 
But that surely is not how we need view the 
situation. Some degree of inflation is unavoid- 
able during a period of economic expansion. 
So far, however, the increase in the volume of 
money and consumer expenditure has been 
outpaced by.production and there is encourag- 
ing evidence of increasing confidence and 
stability in the recent revival of personal 
savings. For these reasons prices have re- 
mained stable enough to permit real wages to 
rise; and this, together with increased earnings, 
has resulted in such an improvement in living 
standards that the great majority are now 
better fed and better clothed and enjoy many 
more amenities. 

Nevertheless, a fully stretched economy 
signals danger and, since it is so much easier 
to prevent instability than to effect a cure, we 
ought readily to admit the need for concerted 
action to avoid the upsurge of inflationary 
forces which would so greatly increase the 
strain on our productive capacity. 

Given full co-ordination between manpower 
and machinery, production should continue to 
keep-inflation at bay: it should do more than 
this, for a high level of profitable production 
will augment revenue and facilitate those 
reductions in taxation which are likely to act 
as incentives to still greater output and 
productivity. 

Taxation our economic 


indeed controls 


destiny inasmuch as it has such power tg 
stimulate or stifle saving, capital investment, 
efficiency and production. In view of the 
intensive competition that is fast gathering? 
around us, there can be no question of the 
need for stimulation. And this impetus may + 
yet be possible since a favourable budget,- off 
which there is some prospect, might welf) 
permit a lightening of the heavy fiscal burden.) 


Looking Ahead : 

Evidence of this country’s regained strength: 
is a fixed resolve to go ahead firmly ang 
patiently “towards freeing trade and pays) 
ments’’ and a determination to make the 
pound sterling ‘‘increasingly usable and: 
acceptable throughout the world’’. But bes 
cause these bids for freedom and convertibility, | 
if pressed too vigorously, would give rise to: 
anxiety, it is reassuring to know that theig™ 
full implementation will be subject to a soundly 
constituted ‘‘ balance of trade between the” 
dollar area and the rest of the world’’. Nog 
in pursuance of these aims are we to jeopardise® 
our expanding economy, which is to be kept 
well braced by a policy of external and internal) 
soundness. a 
Given these safeguards, I believe we should= 
be able to introduce still more flexibility inte® 
our economy and thereby add to those gaing¥ 
which have steadily accumulated over the) 
past two years. 4 


4 'a 
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BANK LEUMI LE-ISRAEL B.M. 


formerly THE ANGLO-PALESTINE BANK 





Head Office: Tel-Aviv 


49 Branches throughout Israel 





New York Representation: 20, PINE STREET, NEW YORK 5 


Representative for Continental Europe : 
BLEICHERWEG 1 (am PARADEPLATZ), ZURICH 


London Office: 
6, GRACECHURCH STREET, E.C.3 








Affiliation: The Bank Leumi Le-Israel Trust Company, Limited, Tel-Aviv. 
. Company undertakes the usual Trustee and Executor business. 
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